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FOREWORD

The Soviet budget is the basic financial plan of the economy and
reflects the government's resource allocation policy. In addition,
the presentation of the budget often serves as an occasion for ex-
position of current propaganda themes, such as the reduction in
military expenditures claimed in the 1956 budget.

In the budget, as in other Soviet statistical presentations, the
data are almost certainly not falsified, but they are subject to
manipulation and omissions which may have a misleading effect.
Thus the coverage of given budget categories may change from year
to year, and entries may be added or eliminated without specific
references to these changes in the budget presentation. Plan
figures, but not actual results, are often announced for different
revenues and expenditures. For various reasons, figures for a
specific entry may be released one year but not the next. Finally,
many important expenditures are financed from extrabudgetary-
sources, To assess the course of Soviet economic policy as mani-
fested in the budget, therefore, it is necessary to make a careful
study both of the budget speech and of related information from
other sources. ‘ ' .
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CIA/SC/RR: 147 ‘
(ORR: Project 14, 843A)

THE 1956 SOVIET BUDGET* -

Summary and Conclusions

- The 1956 Soviet budget is designed to execute current Soviet .
economic policies by restricting consumption, by promoting eco-
nomie growth through the development of heavy industry, ‘and by
.mamta.mjng a high level of m111tary ca.pability, oriented increasingly
toward nonconventional weapons Analysis ‘of the 1956 budget is
complicafed 'and comparisons with earlier years are rendered
difficult, by pnce changes during 1955 and by the exclusion from the
1956 budget of “fictitious" entries whick appeared in- precedmg
budgets. Both revenues and expenditures are planned to increase
6 percent over the actual 1955 level, the surplus «remaming un-
changed. s

The increase in revenues is to come from the turnover tax and’
the profits tax, (the two. prinmpal revenues. Consumer purchasing
power will'be limited by the increase in turnover tax collections, .
maintenance of the spring mass loan at the high 1955 level (whxch T
. was’ ‘double the 1953-54 level), and omiission again in 1956 ‘of : a
general Tetail price cut wluch was annou.nced each spring fr om 1948

- Half’ of the increase in expenditures over 1955 is attributable’
to increased dppropriations’ for Social- Cultural Measures (Education,
Health.and Physical Culture, ‘and Social Welfare) Although a.lloca-
tions for Financmg the National Economy are to rise only slzghtly
above-the 1955 lével, fixed investment is planned to increase 15
percent, Heavy Industry receiving 60 percent of total investment.
Allecatmns to ‘Agriculture remain at the high 1955 level despite the
completion of part-of the’ "new lands’ program. In the unspecified
residual in'Financing the National Econoiy, there has been a sub-
stantial increase which cannot be fully explamed on the basis of
ava:.lable mformation. R

Ex'phcu; de.fense expendxtures for 1956, as announced in the 1956
budget spbech in December 1955, are 8,6 percent less than planned
1955 expenditures. When allowance is ‘made for price changes, a
claimed cut in 1955 of 640, 000 in the armed forces, and savings from
mass production of military end items, h.owever, it appears that the

* : The estnnates 'and conclusions conta.ined in this report represent
the best Judgment ‘of ORR as of 15 May" 1956
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smaller 1956 allocation could finance the same amount of military: -
procurement as in 1955, or possibly more. If a further reduction - -
in force of 1,2 million men, announced on 14 May 1956, is carried
out as scheduled, actual 1956 defense expenditures should be sub-
stantially below planned expendimres :

1. Introduction.

Analysis of the 1956 Soviet budget 15 comphcated by. two factors‘

which make comparison with earlier years difficult. .The first of .

these is the disappearance of the. f1ctit1ous Revenue and Expencyture S .

entries which appeared in the budget in- 1953 55, . The second. i6 the .
impact upon budget revenues and expenditures, both. actual 1955 and -
planned 1956, of the Soviet wholesale price reduction.of 1 July 1955, .

Because an understanding of these changes is a prerequisite to an . . ...~

appraisal of the 1956 Soviet budget, they.are discussed briefly in.. . -
this introductory section. -

A, Fictitious Entries.,. ., . . S

Two fictitmus entries. appeared in the Sov1et budget in 1953-

55 (see Tables 1 and 6*) One was an entry for Retail Price Reduc-, .

tions, which amounted to 43. 2 billion rubles in. 1953 .and 15,7 biltion .

rubles in 1954, The other was called Razs;ng Agricultural Procure- .

ment Prices and amounted to 23. 3 billion rubles in 1954 and 22.5.: ..

" billion rubles in 1955. Both of these entries referred to turnover

taxes foregone., .Because the turnover tax is in essence the difference
between the price received by the producer and the price received -

by the trading organization, less trade costs, when. retail prices..
were reduced in 1953 and 1954 without a corresponding reduction in.

producer prices, the effect was to reduce turnoyer tax collections.. . .. .

Similarly, turnover tax rece1pts declmed when state agrichltural

procurement prices were raised in 1953 without, a.corresponding in-. . 3

crease in retail prices. F1ctitious entries. repreaenting the loss in
turnover tax from retail price reductmns and/or increases in. agri-;.
cultural procurement prices appeared. in both. Revenues and Expen-;]
ditures in 1953-55, They totaled 43.2 billion rubles in 1953, 39.0:
billion rubles in 1954, and 22.5 billion rubles in 1955 and had the
effect of emphasizing to the Soviet public the measures taken during
the "new tourse" program to increase consumption and stimulate ..

agriculture.and of .showing an nnpresswe growth in.the state budget S

Ne1ther of these f1ct1t10us entr1es 13 hsted in the 1956 bud-. o
get. Although Ra.1sing Agricultural Procurement Prices was in-.
cluded in the planned 1955 budget, it appears that it was excluded
from the budget fulfillment report for 1955. In both.Revenués and
Expenditures, the difference between the planned and actual 1955
totals is equal to the net change in the major items plus about 22.5
billion rubles, the amount listed for Raising Agricultural Procure-
ment Prices. Thus in contrasting the planned 1956 and the actual

* Pp. 5 and 18, respectwely, below.
-2 -
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1955 Soviet budgets with earlier budgets, only real 'r’é\iénl'fé;."éixi‘d' ex-
penditures should be considered. The apparent omission of fictitious

entries largely explains why ‘actual 1955 revenues and expenditures

are below plan figures and why planned 1956 revenués and 'é'xp’endi‘td;gs

show'such a small increase over planned 1955 revenues.
. - TR B SRR

B. Price Changes. +* " -~ X

" The second factor which’'must be céhside_r’e’d in analyzing the
1956 budget and also budget Fesults for 1955 is the reduction in indus-
trial wholesale prices which odcurred in the' USSR on' 1 July 1955,
The price cut affected fuel, ferrous and nonferrous metals, machinery
and equipment, chemicals;"dénstruction:’materia;ls,: f_i'ei"ght-ra;tea! and

rates for electric and fuel 'eriei'gy."_li/*"‘The. magnitude ‘of the price re-
- duction'is not"known, but it appears from scattered evidence ?
1:‘| in Soviet journals that it may range from 10 to 20 percent, 2

#' Investments in 1956, the first year of the Sixth Five Year
Plan-(1956-60),are also expresséd in different terms from invest-
ments in'the preceding years. ' Investment planning prices during
the Sixth Five Year Plan will be those introduced on-1 July ‘1955,
whereas investments during the Fifth Five Year Plan (1951-55) were
expressed in prices of 1 July 1950. The new investment planning
prices are estimated to be about 16 percent below thase of the Fifth
Five Year Plan, 37/ S R -

‘' The'mid-1955 price reduction affected both budget revenues
and budget expenditures,  ‘On the revenue side, it contributed to both
the increase in turnover taxes and the fall' in profits taxes from the
plan’in 1955. On the expenditure side, allocations for Financing the
National Efonomy expressed inthe new prices are from 11 to 14 per-
cent:less than the same allocations expressed in prices prevailing . °
before the 1 July 1955 reduction (see Table 8%%)." Other items of ex-
penditure were not given in both sets of prices, and it is not possible,
from‘the scattered price data available, to adjust all budget figures
to constant rubles.- Therefore,"in comparing actual 1955 and planred
1956 revenues and-expenditures with those in the planned 1955 and °
earlier budgets, it is important to make allowance for price dif-
ferencés. ' This’ consideratié'ﬁ,'is especially significant in comparing
important éntries such as'military expenditures,’ for which no figures
2djusted for price changes are availahle.: In the following ‘analysis
of budget revenues and expenditures, reference is frequently made to
the impact of the price cut of 1 July 1955 upon individual revenues and
expenditures,

* For serially numbered 'sé&i'-ée'refer‘entces", “see the Appendix.
** P. 25, below. S




TOP SELRET

oty

II.  Budget Revenues, .

'I'ota.l\.rey'emies_in.th‘é fSoviebbhdget are "p];anned_aq :5_9'2'.',7-{bi11'ibn L
rubles in 1956, an increase of 31,2 billion rubles, 6 percent over .
actual 1955 revenues, . Table 1* shows planned and actial Trevenues, .
for 1952-55 and planned revenues for 1956, Although actual 1955
revenues. of 561. 5 billion rubles are lower than planned 1955 revenues -
of 590. 2 billion rubles, the revenue plan was éeporféd overfulfilled.
According to the 1956 budget speech, 4/ actual revenues were 100, 2
percent of plan. The 28.‘7,—billion-r,ubTe.d;‘ffe;-en'c'e' between planned.
and actual revenues appears to have been cat{me:d'not iny by_the '
effects of the 1955 wholesale price cut but also by the'apparenAt ex-
clusion from actual revenue of the 22, 5-billion-ruble entry'-Rai‘sing
Ag:icultqré,l Procurement Prices, Actua.}._.re_éeipta of the two.main. ..
revenues, turnover tax and profits tax, are.known, The actual turn- .,
over tax was 9.2 billion rubles above plan, whereas the profits tax . ..
was 16,4 billion rubles below plan. Taken together, these two sources,
which account for almost two-thirds of all revenue, were 7.2 billion
rubles less than planned. The difference ‘be'xt_:vive_en total underfulfill-. -. .
ment (28. 7 billion rubles) and that attributable to the two main reve-~
nues (7.2 billion rubles) is 21. 5 billion rubles. .It'is highly unlikely
that minor revenues, which are both easier to plan accurately and .
less influenced by price changes, could. have fallen enough to absorb .
the difference. If they had, the revenue plan certainly would not have
been met. Therefore, allowing a net variation of about 1 billion rubles .
between planned and actual receipts from other revenues, it appears
that exclusion of the entry Raising Agricultyral Procurement Prices
is primarily responsible for the difference between planned and actual
1955 revenues. No fictitious entries have been listed in budget reve- .
nues for 1956, The turnover tax remains the p;inciiaal revenue, _yia:ith
its share of the total rising from 43 percent in 1955 (actual) to 46
percent in 1956, The planned share of the profits tax.in total revenues
in 1956 is 18 percent, the same as in actual. 1955 revenues.. As a . -
result of the reduction in leavy industry profits caused by the whole-
sale price cut, profits taxes for 1956 are planned at 6 percent more
than actual 1955 collections but 10 percent below the planned 1955 .
level. Tt is estimated that state-loan revenues are planned at a
slightly lower level than in 1955, but this is explained by a more
realistic budget estimate in 1956 than in 1955 of the increase in savings
deposits, which are invested in the State Loans.  No important change ...
has occurred in other revenues. = : '

A. Tur‘n'évér,Tax.'. .

- The Soviet turnover tax is a tax levied primarily on consumer
goods. It represents, essentially, the difference between the price
received by the producer and the price received by the trading organi-
zation, with an allowance for processing and transport costs. It is

' the most important single source of pudget revenue, accounting. for
46 percent of total revenue in 1956, more than twice the share of the
next'most important revenue, the hprofit_s_wjt;ai.a_;_ p:a_.‘_i;d'.by state enterprises.

*.-Table 1 follows on p. 5.
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Changes in the le;.vel o£ turnover tax recexpts result from
changes in the. volume of trade turnover subjected to the tax and
from changes in either retail or producer prices affecting the spread
between them. . Thus rising trade turnover expands tax collections,
whereas a reduction in retail prices or an increase in producer
prices reduces tax collections. Variations in the level of turnover
tax receipts in Table 1* represent the net effect of theseé two forces.
In 1953, turnover tax collections declined below the 1952 level
despite a 21-percent increase in trade turnover aboye 1952 16/ be-
cause both a reduction in retail prices and an increase in agricultural
procurement prices occurred in 1953, These price changes were
both made at the expense of the turnover tax. In 1954, trade turnover
rose by 18 percent above the 1953 level, 17/ but a combination of re-
tail price reductions and agricultural price increases again more than
offset the effects of increased sales of consumer goods and pulled
turnover taxes down to 8 percent below the 1953 level. In 1955, on
the other hand, no further price changes were apparently considered
in estimating turnover tax receipts, which were planned to increase
to 233, 7 billion .rubles; or only 4 percent, This planned increase
corresponds to what was probably the ‘planned increase in trade turn-
over because the actual increase in trade turnover 6f 5 percent in- '
1955 was reported as exceeding the plan. 18/

Actual furnover tax collections in 1955, however, were
242, 9 billion rubles, more than 8 percent above the21954 level.
The difference between the 5-percent increase in trade turnover ..
and the 8-percent increase in turnover tax collections can be
attributed largely to the 1955 wholesale price reduction. Although g
the price cut affected primarily the costs and selling prices of
heavy mdustry, some goods, particularly tonsumer durables, that
were sold at retail prices and were subject to the turnover tax
were also affected. The prices received by producers were reduced
by the price cut, but there was no corresponding reduction in retail
prices td the public.” The increase in'the margin between producer
and retail prices resulting from the price cut, therefore, went into
increased turnover tax payments to the budget. . This is illustrated

in the following | — |c"ontainirig ins 7
structions to consumer cooperatives 7T — ’ - ,

#ti . Commercial retail prices are being retained
at the price level-effective prior 1 July 1955 on
those household consumer goods earmarked for

" sale to the.public and to collective farms, for’

%, which, as of 1 July, wholesale pnces were

| -cha.nged ’ :

Beginning 1 J(lly 1955, agricultural machines,
- locomobiles; electric motors, separators, and
.other equipment and materials, for which there
-are no price-list retail prices, are being re-
leased by industrial enterprises to consumer
cooperative organizations at thé new wholesale
‘prices with the addition of the difference between

* P, 5, above.
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old and new wholesale prices.., ,This difference, w111
: be paid mto the budget by.the, suppliers :

Trade markups: re a.dded to the sum of the new e e
wholesale pr1ces plus the budgetary dﬁference. e
‘In 1956 a further mcrease in turnover ta.x collectxons of
11. 6 percent is planned. The tra.de pla.n for 1956 has not been
announced, but it appears unhkely that all of the increase will
come from the growth of trade turnover. It'may be suggested that
trade turnover in 1956 wﬂl increase between 5 percent,. the increase.
achieved in 1955 20/ a.nd ‘8.4 percent,..the compound average annual
rate requn‘ed to meet the Sixth Five: Year, Plan goal of.a.50-percent ,
increase over the 1955 level by . 1960, 21/ The remaining increase .
in turnover tax, not attr1butab1e to the growth of trade turnover,..
- must come from price changes. -Because the 1955 wholesale. price ..
reduction came at midyear,: it affected only half of .the year's turn- .. ...
over tax.collections.., Some of the increase in turnover tax receipts.;
in 1956 will therefore reflect the application 6f:the.new,. lower, whole-
sale pr1ces over a full 12-month period. . In addition, however, some - .-
increases in retail prices or reductions in agricultural procurement. .
prices may be planned during 1956 although no significant changes
have been reportéd. 22/ . : L

'

B. Profn,ts,_rax.,[__”'

The Sov1et proﬁts' tax .consists. of deductions from the profits ..
of state enterprises which are paid into the budget a.nd also of the re- .~
turn to the budget by. enterpr1ses of surplus working cap1tal It ex- ..
cludes taxes on the income of collective farms and producer and con- -
sumer cooperatwes which are listed under Taxes on Enterprises.
and Organizations. The profits retained by state enterprises, approxi-..
mately one-fourth of total profits, are devoted to increasing working. -
cap1tal fmancmg fixed investment, and various mmor uses. -

Table 2 shows the dxstnbutmn of planned proﬁts of state
enterpr1ses in 1954 56 as well as the sources of planned profits _
taxes. . Actual profits in 1955 were 123, 7 billion rubles, or 20 bil~. .
lion rubles below the 1955 plan. . This difference is in part because
of underfulfillment of profit.plans which ogcurred in various minis-
tries, 23/ but appears to be _primarily attributable to the. 1955 whole-
sale price cut, which apparently reduced the prices of the output of
heavy industry more. than the prices of its inputs, thus curtailing
profits inpeavy industry. Although actual profit data by sectors
have not been released for 1955, the effect upon profits of the whole-
sale price reduction is indicated in Table 3, ** in which 1955 figures
are expressed in pre-July 1955 prices.and 1956 figures in the new

. prices. Table 3 shows the planned profits of state enterprises, by
sector. Profitg are to increase in 1956 in all sectors except heavy
industry, where proﬁts are pla.nned to be 18, percent below the 1955
planned figure. - T

* .Table 2 follows on p. 9.. _ ..
%% Table 3 follows on p. 10. '
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" Table 2

Distribution of Profits and Soutces of Profits Taxes
.of Soviet State Enterprises

1954-56
‘ Biilion.Current Rubles
195¢ 1955 1956
Item Plan 2/ Actua1 / Plan &/ Actual d/ Plan &/
Distribution of profits -
Paid to budget - 89.8 © N.A, 112.3 N.A.  10L.0
Retain’gd 33.6 ' N. A, 31.0 N, AL 38.5
Total profits Ch 123,40 123.2 143.3  123.7  139.5
Sources.of profits:taxes .. . :
Payments from profits = 89.8 N.A, . l12.3 NJA, 101.0-
Return of surplus work- = o - G
ing capital 3.0 N. A, 5.3 N A " 6.3
Total pfofits taxes 92.8 8'3’., 4 117,6 101.2 107.3
a, 24/
c.- 26/ 7 -
d. 23/
e. 28/ v

Table 4% shows the planned distribution of profits ‘of state
enterprises‘in 1956 by sector and use, Of total profits, 72 percent ..
will be paidinto the budget, 7 percent will be devoted to the expansion
of working ‘capital,’ and 11 percent will be used for -capital investment. -
About 1.5 :percent:-will be allocated ‘to the Enterprise Fund (formerly’
called the Director's Fund),’ whmh,depending upon the industry, re= . -
ceives from 1 to 6 percent of planned profit and fror 20-to 50 percent
of above-plan profit. 'The:resources of this fund are spent for the
introduction of new ‘téchnology, modernization of existing equipment,
expansiorf{and repair of housing, construction and maintenance of cul--
tural and social facilities, provision of passes to sanateriums and
rest homes, and payment of individual bonuses. 29/ The remaining
8 percent-of profits is to be devoted to a’ variety of activities, 1nc1ud-
ing the financing of geological 8urvey work‘and scientific research
and expenditurea for heusmg and municzpal services‘ n :

PR Y
f M

* Table 4 follows onp. 11, ‘

TOP SKCRET




TOP SBCRET

Table; 3, -

Planned Profits of Soviet State Enterprises, »by.nSe‘ci:o_x_".

" Billion Current Rubles

Secto¥ " """ 1955 a/ 1956 _1,?./
Industry
Heavy : o B34 43.6
Light 35,3 . 36,3
Subtotal ‘ : 88, 7 .79.9..,..
‘ . AT
-Agriculture and procurement 8.3 9.0
Domestic trade: . 10.9 201
Transport and communications 25,2 28.4
Other 10.2 10,15
Total ‘ 143.3 . 139,5
a.. 30/
‘b. 31/

* Table 4 also shows the wide variation in the percentage of *
profits which is retained in the different sectors of the economy. "
In 1956, heavy industry will pay into the budget 52 percent of its ' '
profits and retain 48 perce'nt.' Trade, on.the other hand, will re-"""
tain less than 8 percent of its profits, light industry will keep 21
percent, and transport and communications, 15 percent. . These
percentages illustrate how Soviet price policy permits profits to:
form in one sector:of the economy, and fiscal policy then draws '
them into the budget to redistribute them to other sectors, .In:-
1956, for example, light industry will.pay profits taxes of 28.8:
billion rubles into the budget and receive only 9.1 billion rubles*.
in budget allocations whereas heavy industry will pay:22; 6 billion
rubles in profits taxes and receive 100:9 .billion rubles in budget
‘allocations. * High profits taxes for light industry, however, are,
in effect, only an alternative to higher turnover taxes:on the
products of light industry, as both levies tap essentially-tlie same
source off{revenue, that is, the proceeds from the. sale of the out-~
put of light industry. o e TLedy e ’

. Primarily because of the 1955.wholesale price cut, the’
share of heavy industry in total profits will fall from 37 percent
" in the 1955 plan to 31 percent in.the 1956 plan (see Table 3)i%".
The share of its profits which is retained by heavy industry, however,
will rise from 30 percent in 1955 to 48 percent in 1956, -increasing

%~ See Tablé 6,.p..18, below:. ‘

sty
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its retained profits from 16 billion fubles in 1955 to 21 billion
rubles in 1956. 33/ The other sectors of the economy will be per-
mitted to retain approxunately the same amount of profits in 1956
as in 1955. 34/

'

Two changes in budget accounting occurred in '1955‘wh‘ich
raised the level of profits taxes, and one of these will continue in
1956, The first change concerns the saving in capital repair out- .
lays in 1955 attributable to the midyear price cut. m .
l“;—‘rt_t—_‘_“lamorhzatmn allowances. earmarked £ TE= .
pairs but not required as a result of the pricé cut were paid into
the budget as profits tax. 35/ The second ¢hange, which was in-
trodiced on 1 July 1955 and‘ will continue on an expanded scale in
1956, relates to the administrative level at which deductions from
profits are paid into the budget, . The customary procedure: in’ - ,
Soviet ministries is for profits to be balanced against losges wzih- i
in a chief directorate, which then remits net profits to the budget
This authority was often used by chief directorates to make un-
planned transfers of the profits of efficient enterprises to replemsh
the working capital of mefﬁcient enterpnses. It was therefore. :
decided in 1955 to begin the remittance of profzts directly by, the
enterprise into the budget. 36/ On 1 July 1955 this procedure was:
initiated in the Ministries of the Autonobile Industry, of Tractor
and Agricultural Machine Building, and of the Chemical Industry.

In 1956 the procedure was extended to the Ministries of Machine

and Instruments Building, Paper and Wood-Processing, Textﬂe
Industry, and Construction of Petroleum. Industry Enterpnses 37/:
Furthermore, the ministries of finance of the union repubhcs were,
authorized to apply this system to republic industry. 38/ One. L
effect of this change will be to increase the amount of prof1ts re-
mitted by these ministries, all of which are in heavy industry, :
With this source of funds removed from the control of chief. dlrec- :
torates, however, the needs of ehterprises in financ1a1 d1fficu1ty
will have to be met d1rect1y from the budget or from bank credit;
The new profits tax procedure thus will tighten centralized comntrol s
over the financial condition and operations of enterprises in the '
ministries affected, 39/ : v :

C. Taxation on Populalti:on and State Loans.. :

1. 'Taxation.on P opﬁlation.

.

Direct taxatxon of the populatwn consists pr1mar11y of
the incom$ tax on the agricultural and nonagrmultural population. In-
1956 these taxes show a normal increase reflecting the growth in the
labor force and in taxable incomes. In 1953'and 1954, populatmn
taxes fell because of'a reduction in agncultural taxes, 40/ bat by
1955, population taxes -had returned to the 1952 level, and they are -
planned at 50 blllion rubles ‘in 1956.-

12, -
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2. State Loans, -
—=° ~oans

be planned at approximately 40 billion rubles, " This revenue in-

cludes the Proceeds of the annual spring mags loan drive, additional
purchases of bondg by the population at savings banks during ‘the'* -
year, investment in state debt of the deposits of the savings banks,

and investmeiit of the free reserves of the state insurance organization,

at 32.2 billion rubles, slightly above the 1955 goal of 30, 5 billion
rubles, which was expected to elicit an average subscription of 4

. weeks? ‘Wage‘s‘_per worker, 4]/ ' The 1955 loan was ‘oversubscribed by
about :4'b’i1'1’ion’rgtbles',“ 42/ and it is likely that the 1956 'goal will pe
-oversubscribed by a similar amount, The other major source of
state-loans Tevenue is the increase in the deposits of the savings

banks; which'is Planned for 1956 at 5 billion rubles, the same arount
as'the actual increase in' 1955, 43/ Ap increase of 10 billion rubles
was planned in'1955, 44/ but this plan apparently did not'take cognizance
of the smaller amount of funds left for voluntary- saving after the Spring
mass loan was increased in 1955. - Savings deposits '8TEW by over 10"
billion Tubles in 1953 ang 1954, when the 8pring mass loan was only

16 billion rubles, but they roge by only 5 billisn rubles-in 1955, when
the mass loan wag increased to 30, 5 billion rubles, The eéstimate in

are-estimated at approximately 3 billion rubles, bringing total planned’
state loans revenue to 40 billion rubles, Expected ovérfulfﬂlr'ngiﬁ'it of

- D, 'Sec"ofnda;z‘"}'r'-'Sourées'of'Revenue'.' :
Secondary sources ‘of revenue’ include the budget categories

Social Insurance Funds, MTS Revenue, income Taxes on Enterprises
and Organizationg {such as collective farms angd Producer and con- ° )
sumer Cooperatives), ‘Customg and Reparations, savings from Econo--
mies in Administration, ang Collections and Miscellaneous Nontax
Revenug, ~ Complete information on the size of these revenues is not
available after 1952; ang only'a few entries can'be accurately estimated,
As a grou;{.‘hovéevler_," these revenues Will probably provide to'the budget
in 1954 approximately the same amount of funds ag in 1955, -

1. 7 Social Insurance Funds.

Social insurance funds represent compulsory gocial in-
Surance payments by enterprises to the budget of from 4.1t09. ¢ _
percent of their wage bill, depending on the industry, 45/ Insurance
of Property is handled outside the budget by the state iﬁurance or-
ganization of the‘-Ministryﬂof Finance, Socia] insurance expenditures
are included under Social-Cultural Measures;

S -13.
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2. Machine Tractor Station Revenue,

Inasmuch as the MTS's are on a gross budgetary basis,
all their revenue is paid into the budget and all their expenditures v
are paid from the budget. MTS/income consists of payments-in-kind. .
by collective. farms for MTS services. These crops and animal prod-
ucts are valued at compulsory procurement prices. Because the
physical receipts of the MTS's are valued at such low prices, MTS
revenues fail to cover even operating costs. In 1956, for example,
MTS revenues are estimated at 15 billion rubles, compared with
total planned expenditures of 32. 7 billion rubles, of which about 23
billion rubles may correspond to operating costs (see Table 9%). If
MTS income-in-kind were valued at the higher ''purchase’ prices
paid for above-quota sales, however, MTS revenues would be nmrore ‘
than sufficient to cover operating expenditures. There has been ex- .
tensive discussion in Soviet journals 46/ about converting the MTS's
from budgetary institutions ‘to khozraschet** institutions whose reve- .
nues would cover their costs, In his speech to the 20th Party Congrees,
Khrushchev criticized the absence of khozraschet in the MTS's and .
declared that ‘it would be expedient.for the MTS's to switch'over
gradually, ‘in the next few years, to khozraschet. " 47] A new and
more favorable basis of valuatmn of the income-in-kind received
by the ‘MT_S’s will be necessary, however, before they can become
self-supporting, profit-making enterprises.

3. Customs and.Repar.ationa.

Information.on the magnitude of Customs and Repé.ra-
tions revenue is available only until 1952, and it is not possible . to
estimate this entry for more recent years. . Reparations from Rumania,.
Hungary, and Finland ended in 1952, and those from East Germany in
1953. In 1954, however, a number of Soviet joint stock companies
in Rumama, Bulgaria, and Communist China were dissolved, with _ ..
the terms of sale calling for payment to the USSR in goods over a
number of years. Under the 1955 Austrian peace tréaty, . Austria
agreed to pay the USSR US $25 million worth of goods per year for
6 years for the return of Soviet-controlled properties in Austria
and, .in add1tion, to dehver 1 million metric tons of .oil annually for . .
10 years, 48/ Proceeds from the sale of these. goods inside the .
USSR may be treated in the budget like .teparations revenue. .Further-;
more, on goods imported through normal foreign tra,de‘purcha.ses‘ .
the difference between foreign prices converted at 4. rubles.to thel... . -
dollar and Sbviet internal prices, .with an allowance for a trading - ..
margin, 45 pa1d into the budget as dustoms revenue. 49/ As the

volume of foreign trade rises, budget income from this source
probably will also rise, On the basis of these developments it ape-
pears that budget revenue from cuatoms a.nd reparations ‘may have
been increasing in recent years.

oy

* P, 29, below,
*% In contrast'to a budgetary inst:.tutmn, wh1ch draws all 1(:8 expendi- :
tures from the budget and returns all its receipts to the budget an
enterprise operating on khozyaystvennyy raschet (economic accounta- -
bility), or khozraschet, uses its receipts to pay its.expenses. Or-
dinarily, these receipts are adequate to cover expenses and show a
profit,

- 14 -
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4, Economies in Administration.

Savings in ,administrat'j.ve costs of economic ministries
are entered as budget revenue because these ministries must return
to the budget a portion of their allocations corresponding to planned
reductions in administrative overhead expenses. 50/ These revenues,
which thus offset to a small extent budget allocations to the various -
ministries, were planned at 6.5 billion rubles in 1953, 3.9 billion
rubles in 1954, and 6, 1 billion rubles in 1955, No reference to this
entry was made in the 1956 budget.

5. Other Revenues.

E. Sum‘i'nary of Revenues,

Total revenues are planned to increase in the 1956 budget,

showing the same-rate of increase over actual 1955 revenues (6
percent), as planned real revenues in 1955 did over planned real -
revenues in 1954.. The increase in revenues will be achieved pri~
marily through the expansmn of revenues of the two principal '
revenue categones, Turnover Tax and Proﬁts Tax. The £ormer,
benefiting’ from increas¢d trade turnover and price changes, is
planned to mcrea_ae 11.6 percent over 1955 {actual), whereas the
latter, adversely affectad by the mid-1955 wholesale price cut,
is set below the planned 1955 level and only 6 percent above the

- actual 1955 level State loans revenue is estimated at about the
1955 level beca.use its main component, the spring mass loan drive,
will continue ‘at over 30 billion rubles, the same as 1955 but double
the lower subscription goal set durmg the "new course!' years of
1953 and 1954. Of the remaining revenues, it is suggested that
customs duties may- be rising as Soviet foreign trade increases
and payments in goods are made by Austria and Satellite countrles
for propernes returned by the USSR.

F. Bud et Su.‘r'plus. ‘

A consistent feature of Soviet revenue policy is the achieve-
ment of a budget aurplus, as Ta.bles 1% and Bk .show,. . Table 5 shows
Soviet budget revenues, expendxtures, and surplus for 1954- 56, The

" '1956 surplus is pla.nned at virtually the same level as that'achieved in

* P, 5, above, "
w% - Table 5 follows on L P. 16,

- 15 -
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‘Table 5
_ Soyiet Budgef Re'v‘e_nu_es, Ekpehdit{xres. ;nd Si\;rplﬁ.s_v_ai/",‘f: ‘
' . 1954-56 . L
_ illion Current Rubles
1954 | 1955 Plan b Y

4_ 955" iode
Plan Actual Original Revised b/ Actual Plan

Revenues 572.5 558.6 . 590.2 - 560.3 561.5 592.7

Expenditures 562.8 553.9  563/5  533.0  537.8 569.6
| . i
Surplus L 9.7 47 267 27.3  23.7 23.1

a. Figures are from Tables l.and 6, pp. 5 and 18, respectively,
except for the revised 1955 plan. _ : o
b. Computed from percentages of overfulfillment. Revenues of
561. 5 billion rubles were 100.2 percent of plan,and expenditures
of 537, 8 billion rubles were 100.9 percent of plan. 52/ ’

1955. The 1955 surplus was bélow, the planned surplus because
revenue overfulfillment was less than expenditure overfulfillment.
Revenues of 561. 5 billion rubles were reported as 100.2 percent
of plan and expenditures of 537. 8 billion rubles.as 100.9 percent
of plan, From these percentages, revised 1955 plan figures for
revenue, expenditures, and surplus may be calculated. These
revised figures, shown in Table 5, reflect the effects of the whole- |
sale price cut and also the apparent elimination of the fictitious .
entry Raising Agricultural Procurement Prices.* In 1956, reve-
nues and expenditures are both planned to increase by slightly
more than 31 billion rubles, providing approximately the same
surplus as in 1955. - '

The Soviet budget surplus differs conceptually from the
surplus of the budgets of Western countries because Soviet budget
revenue includes loan revenue. In Western budgeting the increase
in government debt is not treated as revenue but rather is con-
sidered as the source from which an excess of expenditures over
revenues 3 met. By Western budgetary criteria, the Soviet budget
would show.a deficit, since exclusion of loan revenue would make .
Soviet budget revenues smaller than expenditures. A rationale for
treating loan révenue as ordinary revenue in the Soviet budget,
however, exists in the essentially involuntary nature of Soviet lpan
revenue, which makes it comparable either to direct taxes or to
the revenue of gross budgetary institutions. Virtually all bond pur-
chases by the population are made during the annual mass loan drive,
when great pressure is exerted on every wage-earner to subscribe
an amount equal to a specified proportion of his wages. This involun-'
tary savings flows into the budget, and, although the bondholder is

% -See I, above,

-116 -
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promised eventual redemption and even a chance for a prize in
excess of the value of his bond, it is not likely that these sums
would be saved voluntarily. Thus most bond purchases by the
population constitute a form of compulsory saving. As such, they
are a dependable source of revenue the amount of which can be fairly
accurately planned. Purchases of the state loans by savings banks
and the state insurance organization absorb the free reserves of
these organizations and also represent a steady source of revenue.

It thus appears practical in the Soviet setting to treat bond sales

to the population and to financial institutions as ordinary revenue.

The surplus created by the excess of revenue over expendi-
tures constitutes the fiscal offset to monétary expansion by the bank-
‘ing system. According to Finance Minister Zverev, 53/ "the excess
of revenues over expenditures .., represents a suppl‘e.z_n'entary
source of expanding credit in the national economy and serves as
an important:factor in the further strengthemng of the Soviet cur-
rency."

Anothe’r Soviet sourcye states 54/ .

If the budget did not creat;e an’ addanonal Bource
of credit resources of the State Bank, then ad-
ditional currency issue would be needed, which

.could exceed the requirements of circulation
‘and might lead to harmful effects in monetary.
circulation, which in turn might intensify dif-

' ficulties arising in the economy, caused by
disruptions in production and the distributien
of the social preduct,

Only a part of the budget surplua, however, is devoted to!
bank credit, During the Fifth Five Year Plan, short- and long-term
credit increased by 47 billion rubles. 55/ Budget aurpluses during
this period totaled 118 billion rubles; thus only a small part of the
budget surplus has on the average served fto offset bank credit,

. Soviet discussions of moanetary policy do not ‘reveal the dlspositlon
of the remainder ofithe surplus; but it'is'possible that it is merely
withdrawn from the money supply in order to "strengthen the cur-
rency" by reducing the means of payment - -and thereby reducing the
pressure on pnces.

Il jet Expendnures.

: Total expendltures in the budget of 1956 are planned at 569. 6
‘billion rubles, or 6 percént more than actual 1955 expenditures,
with. which the coverage of 1956 expenditures is most comparable.
Table 6% shows planned expenditures for 1956 and planned and
actual expenditures for 1952-55. - Although actual 1955 expenditures
of 537. 8 billion rubles are almost 26 billmn rubles below the planned
figure announced in the 1955 budget, actual 1955 expenditures are
reported 25,100, 9 percent of plan, or slightly overfulfilled, Close
analysis of. actual expenditures in 1955, however, suggests that
there are two important di.fferencea in coverage between the planned
and actual figures.;

* Table'6 fo,_llows on p. 18.
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First, if appears that the fictitious entry Raising Agricultural
Procurement Prices has been e11mma.ted from actual 1955 expendi-
tures in the same manner asg in the report of actual 1955 revenues, *
This entry was not listed in the 1956 budget, and companson of
total expenditures and the individual expenditure categories mch-_
cates that it was also eliminated from actual 1955 expenditures
The difference between pla.nned 1955 expenditures (563. 5 billion
rubles).and actual expenditures (537. 8 billion rubles) is 25, 7 bil-
lion rubles. . Budget. expenditures for Financing the National Economy,
however, were reported at 7.7 billion rubles more than the plan
figure, .. The other reported results for Social Cultural Measures,
Admmistratian, and Loan Service expenditures are virtually identical
with the plan figures. ‘Although the Defense allocation was probably
reduced as a resulf of the 1955 wholesale, price cut, it is'not likely
that it and other expendltures declined by so0 much as 32 billion
rubles; if so, it would be difficult to report overfulfillment of planned
expenditures, If, however, the decline in Defense and Other Expendi-
tures amounted to 10 or 11 billion rubles, because of savings from
the price cut.and possible underexpenditure of such allocations as
those to the Reserve Funds of the Councils of Ministers, the remainder
could be explained by the exclusion from actual 1955 expenditures of -
the 22, 5-billion-ruble entry in pla.nned expenditures for Raising
Agncultura.l Procu::qment Prices.

The second cha.nge Which may be suggested is an increase in
planfied allocations for. Fma.ncmg the National Economy above the AN
level pla.nned in the original 1955 budget. A revised set of figures . '
for planned allocations for this category, supposedly showing the
adjustment for the 1955 wholesale, price cut, has been released, *#
These data, however, show a sharp increa.se in ungpecified allocations
to Financing the Na.tmna.l Economy, whereas all the allocations to
specified se.ctora declme, as would be expected following a price
reduction. ;| The only explanation is-that additional expenditures, not .
in the 1955 budget speech, have been included in the revised figures,
which were presented for comparison with the 1956 budget. It does
not appear likely that the increase in planned allocations for Financing
the National Economy represents inerely a transfer of expenditures
from other categories, because other real budget expenditures did
not decline by that amount. Instead, it appears that additional ex-
penditures were authorized during 1955, following the publication
of the original budget. Their impact upon actual 1955 expenditures,
however, wasg concealed by the exclusion from actual expendltures
of the fictitious entry which had appeared in pla.nned expenditures.,
Thus actu®l 1955 expenditures, - by excluding fictitious expenditures,
financed a higher level of activity than planned 1955 expend:.tures
Because their coverage and prices appear tp be the same, total ex-
pendxtures in 1956 can more accurately be compa.red with actual 1955
expenditures. than with the expenditures of earlier years.

* See II, above, '
_ %% P, 22, below.
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In 1956, allocanons for Fmanmng the Nitioral Econémy-account
for over 40 percent of total budgét expénditarees and intlude funds for
fixed investrnent, expa.nsmn of working capital, capital repairs, and -
various operatlonal outlays “Thé budget category Social-Cultural’
Measures, comprising expendntires 61" Educatxon, Health; and’

Social Welfare, is the next miost- 1mpor'tant ‘group,” absorbing 28 per~ -
cent of total expenditures. Mi’litary éxpenditures account for 18 per--
cent of the total, somewhat less than their ‘share of the 1955 plann'ed“

budget. It is suggested, however, that’ ‘because of the 1955 price re-
duction and a possible éut in troop strength military procurement .
will actually be at a higher level in 1956 than 1955, Other expeéndi-"
tures, including expenditurés for Internal Security, Loan Service,
Administrdtion, dand the Reserve Funds of the Councils of Ministers, **
represent 12 percent of total expendltures, about the same share as

in 1955 R )

A, Financing the National Economy..

“Unlike military and social-cultural activities, which are
wholly dependent on budget allocations for their fmancmg,' activities
in Financihg the National Economy obtaifi-only a‘part of their -
funds from the state budget. The remainder comes from orgamza- ‘
tional funds (such as retained profits and ambortization allowarces)
and from bank credit, The importance of nonbudgetary funds is
indicated in Table 7, % which shows the sources of planned alloca-
tions for the category Financing ‘the National Economy, ‘for fixed
investment, and for expansion of working capital. Approx1ma.te1y
one-third of the funds allocated to Financing the’ National Economy
comes from organizational funds. An analysis of allocations to
this ‘category must therefore embrace not only budget: funds but
also f1nan<img from other sources. In the fpllowing discussion,
allocations from both budgetary and nonbudgetary sources are con-’
sidered. First, the distribution of funds by sectors of the economy
(mdustry, agriculture, trade, transport and commumcanons, and
ot;hers) is exammed Then the distribution of funds by: end Use
(fixed mvestment expansion’ of workmg capﬂ:al and others) is
analyzed

1, Allocatmns by Sector.
The sectoral d1str1but1on of allocatmns to Finanéing the
National Economy from the budget alone is ‘shown for 1952-56'in"-
Table 6. **;. A more comprehensive and also more detailed view of
allocations is prov1ded for 1954-56 in Table 8, %%k which shows the"
distribution of funds by sector and source dnder’ Financmg the National
Economy. Data for 1955 are shown both' as presented in the or1g1nal
budget speech on 3 February 1955 and m a rev1sed form presented m

* Table 7 follows on p. 23.
** P. 18, above,
%%% Table 8 follows on p. 25.
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a 1956 journal article by Finance Minister Zverev for comparison;
with planned 1956 allocations. The dual presentation of planned 1955
allocations in Table 8 reveals the effetts of the 1955 wholesale price
cut upon specific allocations and also indicates the incliis'ion'iﬁ-‘-the :
revised figures for 1955 of some expenditures which were not in the
original plan. Furthermore, 1955 figures adjusted for price changes
are necessary for comparison with planned 1956 allocations.

Total allocations in 1956 are planned at 347 billion
rubles, or 5 percent more than the revised planned allocations in
1955, Of the total the major share goéé, as in the past, to Heavy "
Industry, which receives 46 percent of total allocations. Of the
specified sectors, Agriculture comes next with 16 percent, followed
by Transport and Communications with 12 percent. Theyre has been
a large increase compared with the origii}al 1955 plan in the sizg of _
the unspecified residual, which exceeds 18 percent of total allocations
in 1956, As Table 8% shows, however, most of this increase actually .’
occurred in 1955, as Zverev's revised 1955 figures show a sharp .
increase in budget allocations for unspecified activities in Financing
the National Economy. Unspecified allocations in the 1956 budget
are 13 percent greater than those in the revised 1955 budget data.

a. Heavy Industry.

In 1956, planned allocations to Heavy Industry are
158, 7 billion rubles, an increase of 5 percent over the estimated re- -
vised 1955 allocation. Less reliance will be placed on intermal.
financing, however,. as budget allocations are estimated to increase
by almost 11 billion rubles, whereas organizational allotations iwill -
fall by about 3 billion rubles. '

When the 1955 budget was first announced in February
1955, it was suggested that a change in the scope of the Heavy Industry
allocation had occurred, resulting possibly from the transfer of atomic
energy expenditures from the unspec'ifi_ed residual to the Heavy Indus- °
try portion of Financing the National Econdbmy. 77/ The decline in
the unspecified budget allocations to this category corresponded very
closely to the increase in allocations to Heavy Industry, and of the:
items in the .unspecified category in Table 8 (primarily agricultural .
procurement, municipal economy, state reserves, gold purchases,
prison labor camps, and atomic energy), the one most likely td have
shifted and to have accounted for the necessary magnitude appeared
to be a.toméc' energy. A shift of atomic energy outlays in 1951 from
the Other Expenditures category of the budget to the residual of
Financing the National Economy had been observed :
and it was thought that a comparable transfer, possibly assocjated
with organizational changes, had occurred in 1955. Lo

* P, 25, above.
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* P. 25, avbove.'
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“ by Light Industrz A SR e
" Tétal allocations to Light Industry in 1956 are :
planned at 26 billionriubles, an incredsé of 10 percent over ‘the esti-"
mated 1955 allocation in comparable prices.” Most of the incredse "“
is, to come 'from orgamzatzonal furids'rather than budget allocatzons.
As in 1955, allocations to Light Industry in 1956 are well below the'
peak achieved in 1954 unhdet ‘the. "new course' program. It is likely, - :
however, 'that allocations to Light Industry Will increase in the next™ " °
few years as agricultural production, upon wluch light mdustry de--
pends for most of’ 1ts ra.w matenals, expands. et

Agriculture B a v e wr-'l . 'v B AN -".4‘ [

oy N T C e o S R

' R -Allocations to Agriculture in 1956 are pIanned at
56. 6 billion Fubles;t of whibh'85 percent is to' come from the budget'
and 15 pércent from-organizational funds,. Budgefary alIocations o
are virtually the same as those planned, in compa.ra.bIe pnces. =
for 1955, although their distribution‘has changed, proba.bly reflect _
ing the completion of the settlement phase 6f the iinew- lands " program,-
Allocations to-Agriculibure ‘cover all the expsnditures of the MTS's, T
provide investment funds, working capital; and some subsidies to
state farms; and finance general agr:.cultural programs, such as
irrigation, electrification, afforestation, -experiment stations, and -
agricultural resettlement. The distribution of planned budgetary
allocations to Agriculture in 1955 a.nd 1956 is showh in Table 9 *

s

" “The bulk of allocations to Agriculture goes ‘to MTS's
which, as "gross budgetary institutions, " turn all their’ revenue into’
the ‘budget,and make all their outlays from budget funds, ** Tn 1956 "
the MTS‘s"will receive twosthirds of all budgetary . auocations to agris
culture, an increase over their share of 59 percent in the planned e
1955 budget. «Over one-fourth of MTS expenditures aré estimated to .
be spent on new fixed investment, with the femainder covering o
operating expénses, including wages, fuel, materials, and repan-s
Although the 1956 allocation 13 virtually idenhcal in ruble terms

% Table 9. follows on p. 29. GO e e e P
%% See II, D, 2, above, for discussion of plans to convert the MTS'
to a self-supporting basis, ' :

¢
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e . Table9 ...

Soviet Budget Aliocations to Agriculture a/
1955 and 1956

B:.llion Current Rubles

Or1gma.1 Revxsed

_.Allocation. . 19552 b/ 1955 €/ 1956 d/
Machine tiacfor 'sté.'t'ioﬁs '32. 6 C N, A, 32.7
Operating expenditures (2.3 3ye/ N,A, N.A.
Fixed mvastment 5 {9, 3) N, A, N. A,
State farma . e .7 _ N,A,. 8.0
0p'q;a¢ing ,e‘xp‘v,endit’uigé: 3,1 N. A, N. A.
" Fixed investment L. 6.6 N. A.- N. A,
Other . ... . .. 12,8 - N.A 1.9

Total .. . . . B5.1 ' 48,1  48.6

a. Plan-figures.
.. .b. ~Asg announced in the 1955 budget speech on
"3 February:1955.. 82/ Estiated distribution of -
MTS allocations is based on source 83/.
c. Plannéd 1955 allocations expressed in the prices
. effective on. 1 July 1955, From Table 8, p. 25,
_ above. s :
Figures mparentheaes are eshmates.
with the 1955 ‘a’.llo,cation,_ allowance must be made for price reductions
on 1 July 1955 affecting fuel and machinery and equipment. Thus in
1956, 32.7 billion, rubles will finance a gubstantially higher level of.
investment and operatians tha.n the 32, 6 billion rubles allocated in’
1955, A

- State fa.rms wﬂl receive 8 bﬂlion rublés or one-
sixth. of budget allocations to Agriculture in 1956, ©Of-this, perhaps
two-thirds{fill be devoted to new fixed investment, primarily in
gtate farms‘ in the "new lands.” In 1955, 6 billion rubles of the total:
state farm allocation of 9. 7 billion rubles were:spent.inithe inew lands'
area. 85/ The decling in stafe farm allocations from 9, 7 billion
rubles in the 1955 budget to 8 billion rubles in 1956 can be explained
in part by the completion of basic expenditures for the creation of
.state farms in the *new lands' 86/ and in part by the reduction in
state farm expendifures resulting from the mid-1955 price reduction.

In addition to financing new fixed investment,
allocations to state farms will provide increased working capital;
will finance various operational expenditures, such as measures

-29 4
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against plant and animal diseases; land:surveys, and forest con-
servation _§l/; and will furnish subsidies to cover losses. A drive
to eliminate state farm subsidiestwasd Begun ifi'1954 by increasing
their revenues and reducing théitf coéts.” Revenues were increased
by raising the prices paid to state farms for their output. Cost
reductions were to be obtaiiied-in part through lower prices for
inputs such as feed and mineral fertilizer and through a redefini-
tion of the cost of production to: -exclude expenditures for housing
services, The major part of cost reductions, however, was
planned to come from increased efficiency of operations. 88/ Be-
cause the latter has not been achieved, ‘the need for subsidies has
not been eliminated. Accordmg to Zverev 89/

)

In 1954 1, 217 state farms gave profits
‘ in the sum of 968-miillion rubles. In 1955
leading state farms .gave profits in approxi~ - v
mately that amount. ‘However, many state
farms still continue to operate unsatisfac-
torily, .bringing large losses to the state.
In 1954, over two-thirds of the state farms
of the USSR. Ministry of State Farms finished '’
_the year with a loss in the sum of 1,763
-.miillion rubles, In 1955, losses of these staté
"'farms amounted to almost 2 billion rubles

Although some of thése losses are coveréd by the rechstnbutmn of
the profits of successful state farms, 90/ some budget subs1d1es
are still requ1red 91/ E SR h ‘

The Other agrncub:ural allocat1on in Table ‘9% in-
cludes expend1tures for a variety of purposes, including soil’ and
water conservation; experiment stations; mass pla.nt and animal
protection campaigns; formation of forest; water, ‘and -animal’
reservations; electrification; and mass agricultural resettlement. 92/
The decline in these allocations from 12. 8 billion rubles in the 1955
budget-to 7.9 billion rubles.in 1956 can-be’ attributed’ in part to' the” "~
1955 price reduction but. prima.rﬂy to the virtual: completion of the -
actual settlement costs:of the''new lands’"'program.’ In 1954 and -
1955 the state budget paid for:the transfér-of families and property
to the '"new lands" area and gave grants to the new settlers. 93/

In addition, budget grants were made to collective farms in the

"new lands" for surveying and clearing the new. areas, planning

villages; -buildingiirrigation and drainage: works; and construction” " "f
of roads, {bndges and.water supplies..-94/ With the viftual: com-
pletion of the settlement phase of the wiew lands'program in’ 1955,f SRS
these expenditures will rot be repeated in 1956, although ‘state in-:
vestment. in MTS 8 and state farms in- the "new Ia.nds“ w111 contmue
ata high level.: A e i -

% P. 29, above.
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d. Domestic Trade..

AN Alloca.tions to the Mimstry of Tra.de in 1956 are
1. 7 billien rubles, or. approximately the same as in 1955, when
Trade allocations from the budget and organizational funds fell to
one-third of the.5.6 billion rubles-allocated -in the "new.course. -
year of 1954. ‘About one-third of the 1956 allocations will be

. furnished by the budget,and two-thirds will come from organiza-

'~ tional funds. Allocations will be used to expand retail trade
facilities in urban areas, where the Ministry of Trade operates.
In rural areas, tetail trade is conducted by the consumer co-
operatives. which are -not financed by the- budget

Transport and Cqmmumca.tiona .

Allocations to Transpert a.nd Communications
in 1956 .are planned to increase to 40. 6 billion rubles, or 9 per-
cent above the planned 1955 level (in comparable prices). These
allocations will finance the electrification and dieselization of rail-
roads and the construction of new rail lines as well as the expan-
sion of other transport gervices and: c:emmumcations scheduled in
the Sixth Five Year Plan. R ; S
f‘._ : Procurement
: ERRRA ¥ Budget allocatmns to Procurement under Financing
the National Economy have been estimated for 1952-55 in Table 6, *
‘No estimate can be made for 1956, however, because of recent -
changes in the procedures for financing procurement osrganizations,
which affect the size of budget allocations t¢ Procurement. Alloca-
tions to procurement organizations cover fixed investment; expan-
sion of working capital; and-alsoia reimbursement, to thege organiza=.
tions for overpayment of the turnover tax, which regults from the
‘Soviet multiprice system of.agricultural procurement. These tax
rebates constitute the bulk of allocations to Procurement in Financing
the National Economy,  estimated.at 11.5 billien rubles in the planned
1955 budget.. In that year, fixed investment in the Ministry of Agri-
cultural Procurement wasg:planned at 2. 6 billion rubles, 95/ and the
Ministry's share of the total planned increase of noni;ndustria.l work-
ing capital of 2. 4 billion rubles**:could nof.have been very large.
Thus most of the allocation was devoted tp compensating procurement
organizations for overpayment of turnovet tax. - :

s miee

2 These tax rebates are n‘ecessary because procure-
ment organizafions buy agricultural products from producers at
various prices but sell them at a:single price. Procurement or-
ganizations buy agricilltural products at the following prices: com-
pulsory delivery.prices paid to collectivé farms for quota sales

("frocurement* prices), the higher prices paid to colledtive farms
for above-quota sales (‘'purchase prices), and prices paid to state
farms for their deliveries (state farm "delivery" prices). When
procurement organizations sell to processing industries, however,
they sell at a single "accounting" price and pay to the budget a

0

“% P,.'18, above.

#% See Tables 10 and 11, pp. 37 and 38, respectwely, below
~31 -
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turnover tax which represents the 'diffepgncg."bét-we_en" the Maccounting"
price, on the one hand, and the low l"'pl_"or:“{i:re'n'nein’t" pfice, ‘plus a mar -
gin for the services rendered by the procurement organizations, on

the other. 96/ On‘agricultural.products actually purchased at' proz .7
curement";;ices,~‘.this~1eve1.“o£—-' taxation leaves the procurement or- "
ganizations with a small margin which eniables: them to cover ‘expénses
and show a profit. - On agricultuial products ‘acquired-at the higher i .
""pirchase or 'delivery' prices, ‘however', this level of taxation:
causes the procurement organizations-a loss, “as'they.pay out in "plir=:
chase' or "delivery" prices to producers; and in turnover taxito the
budget more than they receive from processing-industries. The -
amount of their loss corresponds to the difféerence between:"procure:
ment' prices and "purchase’ or "deliver}'" prices on agricultural
products acquired at the I;tﬁgg_.,twolpi:ic,‘_eq’"-,‘. : Procurement organiza-
tions are compensated for these losses by-allocations from thes budget.

T O BT

: It appears that'most of these reimbursements. hav
been made under allocatiens to Procurement under Finarnciig the
National Economy.:: Some reimbursements, ‘ however, such as those"
for livestock and dairy products, have been made from’ Othér’ xpen
ditures rather than from.Financing the National Economy, “97/" Tn "
1953, however, there was a shift of some allocations for reimbursing
procurement organizations from Financing the National Economy to
Other Expenditures. - In connection with ‘the increase in agricultural
prices in that year, reimbursements to agricultural procurement or-
ganizations for grain-acquired at "purchase'-prices from collective
farms were shifted from Financing ati Econamy td i
Expenditures, according {
The magnitade: of this .shif, .. o T U e CIIT T I WS TUPIATETT L
in Other Expenditures rather than in:Financing the National -Ecotiothy " *
the increase in procurement reimbursements.that musthave ‘folfowed
the increase in grain "purchase" prices in 1953, . ... uic )

INational:. 2¥elelna 6 O fH &

further chaige ‘ : v , -
occurred in-1955, -and it may have involved a'return to the formériprac-
tice of granting these funds under allocations'to Procirement in Fihancing
the National Economy, | : : b -

e ——
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If this cha.nge, which went into-effect after the announcement of the
original 1955 budget on 3 February 1955, causad a shift-in Procure-
i ment allocations from Other Expenditures to Financing the National
Economy, .it. might. explai:n part of the.large rise in the-residual in
Financing the National Economy from 31. 7 billion rubles in the
original ‘budget to 49. 7 billion rubles in Zverev 8 revised figures.
(see. Ta.hl‘e 8*) e

R

‘ Eshmatmn of the level of Procurement allocations
is further complicated by two- ‘developments which have occurred in
1956, It has been reported in a journal of the Ministry of Procure-
ment __1__9_2/ that, effective.l January 1956, the prices paid by the
milling industry to grain procurez:{xenx_ organizations were changed
in order to cover the cost of grain acquired at "purchase'* and "'de-
livery" prices as well as "procurement" prices, As a result, re--
‘imbursement from the bu.dget presumably will no longer be required,
Another change in Procurement allocations may alse be expected
irom the decree of 30 January 1956, sharply increasing "procure-
ment’' and "purchase“ prices for vegetables. 101/ Because of the
unknown magnitude of these changes and a lack of information on
agricultural prices and on the different amounts.of agricultural
cutput acquired at. "pmcurement" a.nd “purchase' prices, no esti-
mate of allocations to Procu.rement can be made for 1956. The
poss;bility rema.ms, hewever, that allocatiens fo.Procurement 4 h
are in part respons:.ble for.the increase in thé residual in Fmancing

- the National Econemy in the revised 1955 figures and the 1956
‘ figures shown in Table 8. : :

" g Other Egpenditures in Fina.ncin&
- the Natmna.l Economy..

. I:n. a.ddition to Procurement allocatmns, the residual,
or Other Expenditures secter, in Table 8 includes allocations to a
number of activities in Fma.ncing the National Economy which are not
specified in recent budget speeches. These activities are known to
include the Municipal Economy, state reserves purchasing, the
€hief Directoratg of Precious Metals of the Ministry of Finance-
(presumably the agency wh.ich purchases gold from domestic pro- -
ducers), and several minor actlvities, .8uch as the Chief Directorate -
of Hydrometaorology, Chief Directoridte of Geodosy and Ca.r'bagraphy, :
and prison labor. camps. 102/ In addition, atomic energy expendi-
tures were included in 1954 and possibly in later years, although if
has been suggested above** that they may bave been shifted in the
1955 budget to Heavy Industry. . The unspecified residual may also
contain aJJ.oca.l:;LOns to the Mmiatry of Foreign Trade which were
listed in prewar. budgets in Fina.ncing the National Economy, 103/ .
It is also possible that the sector QOther Expenditures contains alloca-
tions for the development of unconventional weapons, such asg guided
zmssiles. whose locatien in the budge,t is; uot. known. ‘

¥ P. 25, abave. ' . . 5”
ok P, 26, above. :
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Pl Onlyratstaall portion of this résidudl may- be aeis i
curately estimated in certain years, ‘Thus in' Table 6, % budg’et ailoca-
tions to the Municipal-Economy f6r miinicipdlly operated housing s
and public utilities have been estiniated for 1952-56 from data in™
the republic baﬁgats. Procuremeént allocations were- estimated for
1952-55 but not for 1956, for reéasons-discussed abéve.- Sufficiegt' ,
information is not available to hazard-even rough estimates 'of the *
size of allocations for state reserves purchases, gold purchases, ~
atomic energy, or the various minor activities’ in the unspecifie
residual : : - :

It is thus difficult to explain the sharp increase
in the xmspecified residual shown in Table 8, *% which rose from ERE
31.7 billion rubles in the original 1955 budget to 56,3 billion rizbl
in the 1956 budget. Table 8 dees show, however; that'most of:,
the increase actually occurred sometimeé in'1955, for the’ teviskd
1955 figures, pregented in a 1956 journal article by Finance ‘Mini
ter Zverev, show:an increase of 18 billion rubles ‘over the original
1955 figures,- ‘which he had presented in his budget speech on 3"
February 1955. - The revised figures are destribed as planned
1955 allocations in new (effective 1 July 19 55) prices and ‘are ‘com=
pared by Zverev with those for 1956. The 'specified allocations -
to Industry, to Agriculture, and to Trahsport and Communications- “
show the effects to be expectéd from the wholesale price cut, "whiéh
apparently reduced these specified budget allocations by 11 to 14~
percent, -The unspecified allocations incréased by 18 billion’ rubles, -
however, instead of falling as a result of the price reduction, It "
appears, therefore, that in the revised figures some expenditures
were included which were not in the original budget figures. Because
the activities included in the residual in the original budget figures
should have benefited from the price reduction, like the specified
allocations, it-is suggested that the additional expenditures must
have exceeded 18 billion rubles, perhaps amounting to’ 20 billibn
rubles, . i

, It ia posxible that fhese mcreased allacationa ‘to )
Financing the National Economy could have come from a transfer
of expenditures from some other part of the budget or from new o
expenditures not:authorized in the budget of 3'February 1955,
. Although it has been suggested above that a- shift of Procurement
allocations may have occurred in 1955, there is no evidence of -
a reduction in real expenditures in other budget categories suf- '
ficient to permit a transfer of 20 billion rubles to' Financing' the ° "
National *Economy. Actual expenditures in 1955 for Socials’ . " - :
Cultural Measures, Lidan:Service, and Administration: wera virtually o
the same as planrmed, Defense expenditures were probably reducad
as a result of the price cuf and perhaps of a reduction in troop
strength, but in view of allocations authorized'in the 1956 budget,
the difference between plannedia.nd ‘actual 1955 Defense allocations "
could not have approached 20 billion rubles. No substantial shift..
from Other Expenditures seems likely either, in view of ‘the in- - )
crease of this category from 34, 8 billion rubles in the planmed 1955 °
budget to 41. 8 billion rubles in the planned 1956 budget (see kale 6)

* P, 18, above.
*k P, 25, above.
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- . Thus it appears more likely that new expenditures -

lassi.fied in Fma.ncing the National Economy were authorized during
1955, after the announcement of the budget on 3 February 1955, and
included in Zverev’s revised figures. No direct evidence of such
new authorizations is available frem either collateral or COMINT
sources. Whereas it is-possgible.that increases in state reserves or
gold purchases or in some minor component of the residual were
authorized.during 1955, there is. no indication of changes in such -
activities a.pproaching the order of magm.tude of, 20 billion rubles,

Although the suggestion camwt be substantiated
at the pregent time, it is proposed that increased allecations to
the Ministry of Foreign Trade may account for some of the apparent
increase in unspecified allocations during 1955 and the high level
of these allocations in 1956. -An examination of the internal financing
procedures of Soviet foreign trade organizations suggests.that some
type of allocations from the budget, analogous to those provided te
procurement organizations, would be required. Allocations would:
appear to be necessary to reimburse foreign trade organizations
for bookkéeping losses resulfing from differences between Soviet
internal prices and international prices which the foreign trade or-
ganizations incur because they exchange rubles for foreign currency
at the.State Bank (Gosbank) at the rate of 4 rubles to the dollar., 104/
For example, if a.foreign. trade organization imports an article.
with a.world prica ‘of US $200 and a Seviet internal price of 1, 000
rubles, it would pay the State Bank 800 rubles to obtain US $200-
and ‘;'eg:gi,qg a 200-ruble profit. which results from price differences
and the: exchange rate used, Conversely, if a foreign trade organi- .
zation exports an article with a Soviet domestic price of 1,000 .
rubles and gets US $200 on the world market, it will receive only
800 rubles when it turns the US $200 over to the State Bank. Its
Toss of 200 rubles likewige is attributable to the price and exchange
rate structure, mot.to - inefficiency.

Lo Soviet forezgn trade orga.niza.tiens are aelf sus -~
ta.imng enterprises whose revenues are supposed to cover costs
and provide a profit representing a trader’s commission. 105/
They would not be expected, therefore, either to retain gains on
imports or incur losses on exports when these gains and losses
are due to prige differences and eéxchange rates beyond the control
of the organizations. It has been pointed out above* that gains.on
imports are paid into the budget as customs revenue, No discussion
has been epcountered in Soviet foreign trade accounting literature
of the treatment of losses on exports, but it appears that such losges .
must exist se long as the ruble-dollar ratio on any exports exceeds
4 to 1, 106/ the rate at which the State Bank buys the dollars which
fqrevign—t?a—.de, organizations receive from sales of Soviet goods
abroad. As ruble diffsrences on imports are paid into the budget,
they are not available to trade organizations to offsef ruble dif-
ferences on éxports.. The latter presumably must therefore be
covered by budget allocations. Allocations to reimburse foreign

¥ P. 14, above.
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trade organizations for bookkeeping losses G exports would tend to
rise as the volume of-exports increaséed but tend to diminish as the = -
difference between the ruble dolia.r ratio for eXpox‘ts and the ex::hange
rate of 4 to 1 narrowed ' EERENEES : '
‘It »may‘thereforé be suggested that, “in connection = -
with the extensive Soviet foreigntrade and aid campaign undertaken '
in 1955, large budget allocations to foreign trade organizations would
be necessary, If these allocations appear in Financing the National
Economy as in prewar budgets such
an increase might account for Of the Iincrease in the residual
in Financing the National Economy it the revised 1955 figures and
in the-1956 budget. No evidence is availablé as yet, beyond the
reasoning presented above, to substantiate this ‘suggestion, but it
appears-plausible in the light of-:developments in Soviet econon)ic ) :
policy following February 1955, when the onginal 1955 budget was Mo
presented to the Supreme Soviet.

. 2, Alloca.tions by End Use.

‘Allocations to Financmg the Nationa.l Economy provide S
funds for new fixed investment, expansion.of working capital, capital
repa1rs, and various operational expenditures. Table 10% shéws the
distribution, by end use, ‘of planned allocations to Finahcing the ™

““National Economy in 1954-56. ‘Although the estimated character of
virtually all the figures makes them siibject to some error, the
table reveals the order of magnitude and genéral trends of the cate- -
gories indicated. Available data permit the distribution of capital®
allocations into fixed investment, expansion of working 'capital,* and
capital repairs, for the economy as a whole. Operational-allécations
can be divided only broadly into those for industry and those for- '
other sectors of the economy. Table 11%% shows the distributmn by -
end use of allocations to Soviet industry.: The estimates for opérad: -
tional allocations to industry in Table 11 have been derived by de-
ducting from total allocations to industrythose allocations intended
for capital purposes. From Table 10, it is evident that capital’
allocations constitute about 60 percent and operational allocations
about 40 percent of all allocations to Financing the National E'conomy.--‘*'
New fixed investment is the largest single catégory, representmg
close to 50 percent of total allocations to Financing the National’
Economy-and .75 percent of capital allocations., Within'the operational -
allocations group, marked changes took place during 1954456, cor- *
responding to the changes discussed above in Héavy Industry alloca-
tions in 1955 and in the residual in Financmg the National Economy
in 1956, %k : S ‘

R

- a., TFixed Investment. )

" The bulk of fixed investment in thé USSR is made by
state enterprises and institutions under the state investment plan, The
* Table 10 follows on p. 37..
%% Table 11 follows on p. 38. ,
#%% Pp, 26 and 33, above.
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Table 10

Fmancmg the National. ‘Economy. of the USSR: :Distribution of Funds
by End Use a/

1954-56
Billion Rubles 2/
Ttem _ ‘ 1954 1955 1956
Capital allocatmns :

Fixed investment c/ (156.0) 4/ . (156.0) (154.0)
Expanslon of workmg capltal e/ 15.9 12.0 11.7
Caplta.l repairs f/ S ~ (35,3) (39.0) . (40.0)
“Total Tt ot et (207.2)  (207.0) (205.7)

Operatmnal allocatmns ‘_ .
Industryg/ co @By . (5B.1) (46,7
Other L 193.8) (731 (94.6)
'fétéi LT e (119.5) | {128.2)  (141.3)

. 'I‘otal a.llocatlons £or“Fmancing T . o
the Nat:\onal Economy e/ Lo, 32607 .-335.2 347.0

E——_

a. Plan figures. —

" b. Current rubles except for £1xed mvestment and total allocatwns

to Financing the National Economy,

c. Fixed investment'outlays in allocations to Fma.ncmg the National
Economy are gqual.to total state fixed investment outlays less those
financed under-othexr allocations ~# for ‘examiple, undér Social-Cul-~
tural. Méasures or Administration.. It is estimated tha.t apprommately‘

" one~half of the: res1dua.1 investrments in Table 12, p." 39," bélow, =

consists of dutlays financed undér-other allocations. 108/ .There- .
fore,;to obtain the fixed invéstment figures in this table, one-half
of the_,res;giua.l line’in.Table 12;:below, was subtracted from total
investments-in' Table’ 12, . Figures for 1954 and 1955° are'in‘zhvesb o
ment planning prices'of 1 July:1950; .figures for 1956 a.re in mvest-
ment planning prices ofl July 1955; o L

. d. ‘Figures in parentheses are estimates.

e. Fro@ Table 7, p- 23, above. | : i
f. Total capital repairs, from source 109/, less 1.billion rubles-
per year for estimated capital repairs in e: expenditures for Social-
Cultural Measures and Administration.

g. From Table. 11, -p. 38, below.
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Table 11

Financihg Soviet Industry:' Distribution"of Funds by End-Use'a/! "

" 1954-56
Billion Rubles B{ ‘
ltem 1954 1955 1956
Fixed investment ¢/ 1040 (101.0)d/  104.4
Expansion of working capital e/ (12.7) 9.6 " (9:4)"
Capital repairs £ / o (21. 8) (24. 0) (24. 6)
Operational outlays el (25.7) (55.1) ~  (46.7)
‘Total g/ S 164,2 189,7 . igs.1"

a.. Plan figures. .
b. Current rubles, except for fixed investment and total. .
c. From Table 12, p. 39, below. Figures for 1954 and 1955 " °
are in investment planning prices of 1 July 1950; the 1956 figure
"is in investment planning prices of 1 July 1955. o
" d. " Figures in parentheses are estimates. N
e. The 1955 figure is from source 110/. In that year, planned
 expansioh of working capital in industry amounted to 80 percent
of total planned expansion of working capital. The same percent-
age was applied to figures for total planned expansion of working
capital in'1954 and 1956 iri Table 7, p. 23; above, oA
f. 'Estimated at 60 percent of total capital repairs. 111/, . .
g. From Table 8, p. 25, above. '

size -and distribution of these investments in 1954-56 are shown im.
Table 12.% Some investments, totaling 30 billion to 40 billion rubles;
are also made outside the plan. The plan excludes srhall investments
made on a decentralized basis by state enterprises, the investments:
of collective farms and cooperatives, and privé;te-investm'erits in." -7
housing. Virtually all of the investments under the state investment
plan are made in various 'sectors of activity financéd by allocations °
for Financing the National Economy. : Part of the residual line'in ¢
Table 12, however, corresponds to fixed investrnent in schools,” =" "
hospitals, generdl administrative buildings, and-probably some basic
defense construction. These investments are financed under bther Budget
allocations, such as those for Social-Cultural:Measures,- Adminisg=-
tration, and probably Defense, During thé Fifth Five Year Plan
period,Social-Cultural investments amounted to about 25 billion © -
rubles. _}ig/ ' R S - oot s S

Fixed .investment is financed in part from budget
allocations and in part from organizational funds. The distribution
of financing between these two sources has been indicated above.in
Table 7, ** where it is shown that approximately two-thirds of total’

% Table 12 follows on p. 39.
** P, 23, above.
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Table 12
i L i Sov1et State Cap1tal Investment a/
1 S 1954 56
i ] v . Billion Rubles
1954 B/ igssb/ ‘
O ;- o _ 1956
. Sector .. 'Plan Amm Plan _Actual _ Plan &/
Industry
Heavy . 90.0  (90.0) d/ 93. 5 (97.2) 96. 6
Light - . . o140 (11.8) NJAL o (1.2) 7.8
Subtotal o . 104.0  (101.8) . N.A. (104.4) S/ 104.4
Agriculture 21,0 {19.0) T NLA.  (20.6) . 21.3
Transport and com- = - ) . . S
munications ' ' 18,6 . ’(18.0) N,A, (19.0)" S 21,5
Other . . . 25.4 . (18.2)  N,A, (22.0) . . 13,6
Total "169.0" (15%;0) 167, 2"(166.0) 160. 8
a. 'All f1gures, includmg estxma.tes, are from source 113/
b. In investment planning prices of 1 July 1950.
c. In investment planning prices of 1 July 1955,
d.

Figures in parentheses are estimates, -

financing is supplied by .budget allocations. The remainder, furnished
by organizational funds, "consists of a portion of amortization allowances,
a part of retained profits, and an allowance for savings in investment
‘costs.. The last named results from price reductions or increases in

the efficiency of construction since the date. on which investment planning
prices were £1xed and from the "mobilization of internal reserves of
constructién, ' such.as the use of excegs stocks of materials.  Thus of
planned organizational allocations of 57.9 billion rubles in 1955, profits
were to furnish 11,9 billion rubles; amortization allowances, 21, 8 bil-
lion; rubfes; and the reduction in investment costs below the level of

the investment planning prices of 1 July 1950, the remaining 24, 2 billion
rubles,.114/ In 1956, on the other hand, of-the 42.4 billion rubles
planned morganizational allocations, profits represent. 15, 3 billion
rubles, and amortization funds represent 23.1 billion rubles; cost:
savings below the investment planning prices of 1 July 1955, in effect
for the Sixth Five Year Plan penod represent only 4 billion rubles. 115/
Organizational allocations, therefore, consist only in part of actual
outlays from current funds; the remainder represents the difference
between actual investment.costs and costs calculated accordmg to base-
date mvestment planning pnces. T ‘
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Because the figures for 1954 and 1955 in Table '12%
are expressed in investment planning prices of 1 July 1950, -which
were used for the Fifth Five Yéar Plan and-bécause figures for 1956
are expressed in prices of 1 July 1955, in effect for the Sixth Five
Year Plan, allowance for the l6-percent drop in aggregate invest-
ment costs between those two dates** must be made in comparing
allocations in different years. According to Zverev, the 160. 8 bil-
lion rubles of investment planned for 1956 actually representian:’
in;réase of 15 percent over realized 1955 investment when adjust-
ment is made for price differences.. 116/ Invéstment in each of the '
sectors will also increase corresponmly more than appears from
a direct comparison of the 1956 figures (in 1955 prices) with the . L%
earlier figures (in 1950 prices). -

. b ' . STy

. In 1956, ds in the past, Heavy Industry r'ecéi‘ve's“;sfvi‘
the largest share of investment -- 60 percent, or more than 1

times the share of Light'Industry. Although investment in Light ™
Industry in 1956 will axceed the level of 1955, it will still be well
below the level achieved in 1954, the "new course' year, even'after vir
adjustment for price differences. Of the remaining ‘sectors,’ the”
shares both of Agriculture and of Transport and' Communications’ °
iA total investment will increase in 1956, compared with 1955,
chieflyat the expense of the residual category.

ENA

o . Although virtually all investments in Industry, Trans-
port and Com'anications,-'s,éﬁd Social-Cultiral Méasgures are made  .&
within the national investment plan; this is not.true of investnient in
Agriculture, Only about half of fotal investment in Agriculture is SE
made in state agriculture under ‘the national invesfment plan; the reé-
maining half consists of collective farm investment. In Table 13%%x
the distribution of total investment in Agriculture between state and
colléctive farm investment is shown for 1953-56. " It is‘estimated
‘that total invéstment in 1956 is planned-dt 46 billion rubles. "

: - State inivestment in agriculture includés invéstments' -
“in the MTS'§, in state farms; and-in gerneral projects such as' irriga- "
tion, eleétrificatién,and afforestation: " 1a°1955," planned investment <.
in the- MTS's is estimated at 9. 3 billion rubles, ‘wheréas plannéd-state -
farm investinent was announded as 6: 6 billion rubles, sk “Invedtment:
in general projects may have been about 4 billion rubles.. The digtris*
butior of planned 1956 inveéstment of 21,3 billion rubles in stat& agri<
culture has not been announced, but it is probable that the total will be™
distributed approximately as in 1985, State.agricultdiral investment - °
will incfease in 1956 by considerably more than appears froma comi- -
parison of 1955 and 1956 figureg in-Table 13, because of the'difference:
in the prices ifi which these figures are-expressed. -’ TR

*_.P. 39, above.
#% . F, 3, above.. - U .
w#% Table 13 follows on p. 41%° o R
*x%% See Table 9, p. 29, above. B
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-»Table 13 R

, Soviet Money Investment 11_1 Agriculture

1953-86. . .
Billion Rubles
S ;,7'1'95‘/3_"'»"“”1954 1955 1956
Y Item. I Act_ualz Actugl = Actual Plan
State investment a/- AN 120 (19.0) b/ (20.6) '21.3)

.....

'Collective farm money investment c/

- Long-term bank loans 2.6 3.8 4.1 5.0
Ownfunds :/.. . . .. 10.3 12.8  16.5 (20.0)
' SuBtétai S U 12,9 16,6 20.6 (25.0)

Total ::i . .  ' o 24,9 (35.6) (41 z; (6.3

Figures £or 1953 55 are in mvestrnent plannmg prices of 1 July »
1950 figures for 1956 are in investment planning prices of 1 July 1955,
From Table 12, p. 39, above, and source: 117/

b Figures in parentheses are estimates,

- Current rubles, From source _1_1_§_/

o " Gollective farm money investment imances all

types of agncultural investment, including construction, purchase.

of livestock, acquisition of machinery and equipment, electrification,
and irrigation and land improvement, In addition, collective farms
make investments-in«kind in the form of the.labor of their members
on construction projects and in the form of natural increases in herds,
Because of the difficulty.of valumg investments-m-kind they have
been omitted in Table.13. - . : o

As Table 13 shows, both collectlve farm and state
mvestment have risen steadﬂy above the 1953 level, reﬂecting the
inauguration of the 'new. lands" program and the current emphasis
of Soviet agncultural policy on expanding wheat, corn, and livestock
production..  Increases.in a.gncultural prices since 1953 have pro-
vided collective farms with increased income, from which they have
made pra@ress:.vely larger investments. . .In addition, the Agricultural.
‘Bank has made loans to the collective farms, Although loans have . .
also mcreased since 1953, it is ‘estimated that in 1956 they will finance
only about one~fifth of collective farm money investment. The retained
income of the collective farms thus remains the principal source of
their investments and a major source of total Soviet inveatment in
Agriculture.
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b. Expansion of Worﬁiﬁg‘"‘b‘apital.

' Soviet enterpnses operate with twé types of working
capital -- their "own'" working capital and borrowed working capital.
"Own' working capital is increased both from budget grants.and from
organizational funds. Working capital may. be.expanded from or-
ganizational funds either through the allocation of profits to working
capital or through the increase in’ funds earmarked to offset accruing
current liabilities. 119/ .In. 1956, for example, it is planned that"

10.2 billion rubles from prof:ts will be allocated to expansion of .
working capital (see Table 4%);” but working capital from- orgam-"h T
zational funds will increase by only £.9 billion rubles (see Table 7**), B
as a result of a decline of 2. 3 billion rubles in funds for offsettmg
accruing current liabilities. .

In addition to budget and organizational allocdtions "
of "own' working capital, Soviet enterprises get short-term credlt
from the State Bank, In Table 14%¥% the level of State Bank credit -
outstanding is shown for 1951- 56. From this table the annual in-
crease in working capital from short-term credit may be derived
In Table 15%%%%* the increases in working capltal of Soviet enterpnses
are shown for '1952-56." From Table 15 it appears that less than half -
of the annual increase in working capital Has' belen obtaired from bor- cr
rowed funds. In 1953 the actual increasé’'in borrowed working cap1£a1
was only one-third of the'planned increase in'!'own'" wor‘king capxtal
In 1954 and 1955 it appears that a greater sharé of the increase in
working capital came from bank credit than in previous years. This
increased dependence of Soviet enterprises on bank credit for work- -
ing capital is probably .one-of the results of the August 1954 financial =~

reforms,- whlch were intended to strengtheﬂ the control of the State P

c. Gapztal Repa.n-s .

Capital repairs are financed in part from the budget _
and in part from organizational funds. Soviet enterprises devote'a 't "
part of amortization allowances to capital repairs,”.and; in addltion,,
some retained profits may be allocated to finasice - cap:.tal repairs.

Very little has been published: in thé postwar" period about eithér the "’
amount of total capital repairs or the relative important:e of the dif- '
ferent sources of financing, ‘In 1951, total capital repairs were "

planned at:29. 4 billion rubles, 121/ and in"1955 it was: pIaxmed that
18. 7 billion rubles would be .spent ént for the repair of industrial ma-
chinery ahd equipment. 122/ “In Tablé 10, %tk capital repairs’
financed by allocations for 1 Financmg the: Natiohal Economy are egti
mated at 40 billion rubles in 1956, In- a.dd:.tmn, it'is thought that : )
perhaps'1 billion rubles‘may be spent for capital repairs of soca.a.l-
cultural and. admm1stratiVe structureé and eqmpment No postwar ' ,

* P, 11, above.,
%% P, 23, above.
#%% Table 14 follows on p. 43.
#ikk Table 15 follows on p. 43,
dokkik P, 37, above. '
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Aable 14 oo o

Soviet State BankiCredit. -
1951 56

. Bilhon Current Rublea

AU Gredzt Outsta.nding
I P _Year ~on 1 Januaryqf Year

o 195.1,5_/, . (190) b/
21952 T - 1 T (196).
1953 c/ R -.'»'::2039”5‘?"-‘ :
1954 d/ 208
+-1955.7 . - (215) -
1956 e/ (223)
.oa. 123[ .
- ’b.:.Figures in parentheses are .
R estimates
Soot ’:. }__Zi/
L d. 125/
o
Ta.ble 15

, Increases in Workmg Capztal of Soviet Enterprises
’ 1952-56

Billion, C&rent R.ubles
Piaime'd .Iﬁcreé.se in '
Own Worki.ng Capital 3/

Actual Increase - -
- me From Organi«- . ‘in Borrowed
N Year - Budg__,_ izational Funds. Total Wotking Capital b/

1952 - . 4.6 6,1 - 10.7 ) ef
1953. . 4.3 - 10.8 15.1 5
1954. 4.8 11.1 15.9 - (7)
1 1955 5.5 6.5 - 12.0 (8)
#1956 - '3-.‘8;»,,‘ RS 7..9,,‘

1.7 . N.A

a:.v From Table 7 p 23 above
,'h . From Table 14,
Figures in parentheses are estimates

information is available on the shares of the different sources of
financing capital repairs, but it appears reasonable {o assume
that the budget provides at least 25 percent; the share which it
furnished in the 1941 capital repair plan.. 127/ :
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d, Operational Allécations.

Operationalallocitions;under Financing the National
Economy comprise a-variéty-of noncapital expenditures. They include
the operating expenditures of "budgetary'' institutions like the MTS's;
govérnment purchases:of goods and services, such as the cost of
operating agricultural experiment stations; reimbursements for price
differentials*; subsidies; and a number of developmental expenditures,
such as expenditures for inventions and new products. In addition to
allocations under Financing the National Economy, operational funds
are furnished to enterprises from.the Social-Cultural Measures cate-
gory of the budget for scientific:¥esearch, factory education, main-
tenance of nurseries, and political education. 128/

Although most subsidies were'abolished as a result
of the increase in wholesale prices and freight rates in 1949, gob-
sidies are still granted to selected industries and activities where
prices are not fixed high enough to cover costs .of production. In
most industries, losses are covered by the redistribution of profits:
within a given chief directorate. Budget subsidies; however, are
still granted.to the timber industry, 129/ the fish industry, 130/
state farms, %% 131/ Dal'strby mining activities, 132/ and probably
other activities whose subsidies have not been identified. Large
losses are reported also in the Ministries of the Coal Industry and
of Machine and Instruments Building, -1_3_1/ and it is possible that
some subsidies are provided to parts. of those ministries. Informa-
tion | ! = is not adequate,
however, to estimate the size bf subsidy payments. ‘~uw.. ¥

Several types of developmental outlays financed
from the budget a.“s‘.operation'a;l‘allocafions for Financing the National
Economy may be distinguished. They include (1) expenditures for
"mastering the production of new products, ":(2) outlays for tech-
nical improvements and inventions,. (3) ‘wgtarting expenditures’ of
new enterprises,.(4) ekpenditures of investment-planning organiza- -
tions, and (5) outlays for "state measures!'of interfst tboithe economy
as a whole:” = - cooe vl e IR T S N

" Expenditures for mastering.the production of méew
products include expenditures for the design of new products, con-
struction and testing of experimental models, developmernt of préi-
duction processes, and cost analysis and norm setting.” 134/ Budget
funds are granted for these outlays when it is not considered gésirable

to set product prices high enough to cover in_i_tié.l development costs. 135/

. Expenditures for technical improvements-and inven-
tions comprise those for studies, experiments, and tests; manufacture
of models; bonuses for inventions and improvements; and modification
of norms and standards. 136/ Budget grants are made only for im-
provements and inventions of interest.to an.éntire branch of industry '
or the economy as & whole.. Thercost of improvements and inventiofis -
of interest only to the individual enterprise is covered by reyenue 1 o0
from the sale of product. 137/ .. = = Lo m b

% See 1II, A, 1, f and g, above.
%% See III, A, 1, c, above.
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e e Starting ‘expenditures'of new “enterprises; guch as
the cost. of. organimng production:and traimng workers, may also'be
financed from’ thé budgét rather than included in the price-of the
product. 138/ "Because’these éxpenses are ordinarily connected-
with bringing new fixed assets into operation, ‘however, they are

. sometimes.included in allocations for fiked investment, 139/ On
‘the other hand, tHe cost of operating investment<planning organiza-
tions is not included in'fixed investment ailocations but is instead

covered by opera.tmnal allocatlons from th& budget. 140/

Fmally, budget funds are allocated to enterpnseS'
to cover expenditures which are made by the enterprise but which
have implications for the development of thé economy as a whole,
such as expenditures for resettlement of workers, forest conserva-
tion, and awards to workers under"nationwide productivity drives. 141/

e It is not posszble at'present to determine the size
of these dlfferent developmental outlays or to estimate the shares
which the different types. of operational expenditures represent of
total operational allocations shown in Table 10.% Operational alloca-
tions may, however, be roughly estimated between those to industry
(see Table 11%¥) and those to other sectors. As Table 10 indicates,

. operational allocations have risen in recent years, and planned
‘allocations in 1956 are estimated at 141 billion rubles, or 10 percent
more than the plafined 1955 level, .despite.the wholesale price reduc-
tion of mid-1955.: This rising trend reflects/increased allocations
for MTS's and other agriculfural activities, larger allocations to
Procurement and possibly foreign trade organizations, and growing .
developmental-expenditures. .If the.cost of:developing modern weapons
is .borne hy.allocations to the defense indusfry under Financing the.
National Economy, current emphasis on expensive, highly complex
military end items would also be responsible for a rising trend in
operational-allocations. - The imitial use:of atomic. power in mdustry
may likewise require. operatmnal -allocations: . :

« . . - The marked changes in the fiidustry.and other
operational .allocations shown in. Table 10 would appear to correspond.
to the changes analyzed above in the:discussion .of the sectoral distribu-.
tion of allocations for -Financing the National Economy, *¥% -The. in-
.crease in industrial operational a.llocat:.ons and the decrease in other
operational allocations from 1954 to 1955, as shown in Table 10,
result from the apparent shift.of allocations from the residual in 1954
to Heavy Industry in 1955, as shown in Table 8. *#¥%#%. Industrial alloca-
tions in T®ble 10, however, increased by more than the decline
in other operational allocations ,-indicating a net increase in industrial
operational allocations, which would be expected as the activities financed
by these allocations expanded. In 1956, as compared.with 1955, indus-
trial opera.tmnal a.lloca.tmns in Table 10 decline by about’ 8 billion rubles,

& P 37 a.bove

** P. 38 above,, ...
%% See oI, A, 1, above
*%%k%k P, 28, above,
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or 15 percent, whereas other-operational allocations.increase by

20 billion rubles. The dechne in-industrial a.lloca.ttons is dnein .. - .o
large part to savings from the.l1955 price cut.and poss1b1:y algo:to .-

the elimination of some subsidies.. The increasge.in-other opera- ..
tional allocations, on the other: hand, is-.connected with the increasé

in the unspecﬁled residual in Financing the National Economy; most .

of which,. it- was suggested above, * actually occurred during 1955.°
Although the specific nature of the allocations which increased can- .
not be definitely: identified, it appears from.Table 10 that they were .
pr1mar1ly operational in character rather tha.n representmg a sig-
nificant increase in investment. o :

,B. Social-Cultural M‘ea.‘sure»s;-_v . e

Allocahons for Soctal Cultural Measures in. 1956 are. "glanned
at 161.5 billion rubles, or 28 percent of total budget expenditurés.
Social-cultural expenditures are planned to increase 10 percent over
actual 1955 expenditures of 146, 7 billion rubles. The. increage of p15i. i
billion rubles is shared almost equally by the three major types.of .zi
social-cultural expenditures -—-Educatmn, Health and Physmal
Cultyre, -and Somal Welfare. . P RN

1. E,duca.tton.

. Educational allocations in 1956 are 72, 8.billion rubles; ::
or 45 percent.of total social-cultural expenditures.: They include =
expenditures for primary and secondary schools, trade.and vocatichal™:
schools, higher education, adult education; nurseries:and orpha.nages.
scientific research; and museums, as well as fixed investmént-and: v
capital repair outlays in these. fields. .In 1955, several items in e€du:
cational expenditures were-announced fof the first time in recent ..
years, Table 16%* shows planned budget- allocations to:Edication ‘in':
1955:and 1956, In the 1956 budget, .only one item, preparation of
cadres (professional and skilled workers), was speciﬁed:': g TEETEE

‘Planned- allocat1ons to sc1ent1£1c research in 1956 are

13, 6'billion rubles, -of which-it is estimatedithat about two= Sthirds ™
will come from the budget ahd one-third from or ganizational funds.
~ Allocations in 1956 are 17 percent greater‘than actudl 1955 alloda~is mut* -
' tions; .which in turn were 16 percent htgher than planned (see Table’ 17*"‘*).
Scientific ‘research allocations will finance’ ‘research by 'the’ Academy
of Séiences, ministerial research institutes, and universitiés'and - Bt
will cover both bas1c a.nd theorehca.l. research and apphed sc1ence o

’ R . Vo wonad

taro L2, Health and Physmal Culture

v

i+ Allocations for Hea.lth ‘and Physmal Culture in: 1956 are me
planned at 35.1 billion rubles, or 15-percent mote thah’actual 1955 -
expenditures. These include funds for hospitals and dmpensanes, .
sanatoriums, medical services for children, antiepidemic’ act1v1ties,
medical aid to invalid vetérans, and other expendltures, mcludmg -

’

* -See III, A, 1, g, above.
#% Table 16 follows on p. 47.
‘wk  Table 17 follows on p. 47.
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Table 16

d iBucfge.t Ailoca;tions for Education
1955 and 1956

Billion Current Rubles

Item _ - 19552/ 1956 b/

Maintenance of primary and secondary schools 23.0 ‘N, A,

Preparation of cadres

(22.3) ¢/  23.5

Trade and agricultural labor training ‘
schools (secondary level) 6.9 N, A,
Vocational technical schools (advanced

level) . ‘ 0.4 N. A,
Higher education and secondary semi- -
professional schools , y -15.0 N. A,
Scientific-research (6.7) (9. 1)
Other (16. 4). N. A,
Total 68. 4 72.8
a, 142/
b. 143/

¢. Figures in parentheses are estimates,

Table 17

Soviet Allocations for Scientific Research i/

1951-56 -

Billion Current Rubles

, Organizational
Year Budget . Funds Total
1951 (plan) 5.3 2,7 8.0 .
1951 (actual) 5.4 N.A, N. A,
1952 (actual) 5.6 N. A, N, A.
1953 ‘ N, A, N. A, N. A,
% 1954 (plan) N. A, N. A, . 9.5
1955 (plan) N. A, N. A, 10.0
1955 (actual) N.A. N, A, 11.6
1956 (plan) N, A, N. A, 13,6
a. 144/
- 47 <
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capital repairs and investment in médiéal institutions. Of the 5-billion-
ruble increase in health expenditures over the 1955 level, 2.6 billion
rubles is due to an increase in salaries for medical workers intro--
duced on 1 November 1955, 145/

3. Social Welfare,

Social Welfare allocations, including social security,
social insurance, and aid to mothers, will increase from 48. 1 bil-
lion rubles in 1955 to 53, 6 billion rubles in 1956. The distribution
of Social Welfare allocations among these three groups in the planned
1955 and 1956 budgets is shown in Table 18, * which shows that the
increase in 1956 is due to larger social security expenditures. This
category includes pensions to disabled veterans and other invalids;
funds for rehabilitation of disabled persons; and retirement pegsions
to scientific, adrministrative, and other employees not covered’by
the social insurance system. It excludes, however, pensions to re-
tired members of the armed forces and internal security forces,
which are included in the expenditures of those ministries. Little
change was indicated in the 1956 budget speech in allocations for
social insurance, which provides temporary disability, retirement, "
and survivors' benefits for workers in industries where social in-_
surance payments are made to the budget by enterprises; or aid to
unmarried. mothers and mothers of many children.

Both social security and secial insurance expenditures
should increase when the new Soviet pension law, announced on 9 May
1956, goes into effect on 1 October 1956. In the 1956 budget, allowance
for this increase was apparently made in the social security allocation
but not in the social insurance allocation. Some overfulfillment of
the latter may therefore be expected in 1956.

C, Administration.

Allocations to Administration include expenditures of all
central administrative-control organs, such as the Ministry of
Foreign Affairs, the State Planning Commaission, judicial bodies,
and the administrative overhead of the economic ministries, Two-
thirds of these allocations go for the payment of wages and the re-
maining third cévers the purchase of office supplies and equipment,
travel funds, and the construction and repair of administrative
buildings. 144/ In connection with administrative reorganizations
after Staljn's death, the number of persons on administrative staffs
was reduded by 750, 000 in 1954-55, causing a saving of 7.2 billion : -
rubles per year. 147/ Most of these péople, however, were on the
payrolls of factories, trusts, and combines and were paid out of
revenue from the sale of product, rather than from budget allocations
for centtal administration. 138/ Thus budget allocations for Ad-
ministration were reduced by only 1,8 billion rubles -- from 14.3
billion rubles in 1953 to 12,5 billion rubles in 1955, The remainder
of the saving in administrative personnel costs represented '"economies
in administration, ' These savings are treated in Soviét budgetary
accounting as revenue, since ministries are required to pay into the
budget an amount corresponding to the planned reduction in administra-
tive overhead, %% ‘

% Table 18 follows on p. 49.

*% See II, D, 4, .above.
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Table 18 . .-

Soviet Planned Budget ,Allocationé for Social Welfare
o . 1955 and 1956

" Billion Gurrent Rubles

Allocation . . 1955 &/ ' 1956 b/
Social security 25.0 30.5
. “‘Social insurance’ 18. 0 : 17.9
. Aid to mothers 5.0 5.2
Total . 48, 0 53. 6
a. 149/ '
b, 150/

D.  Defense.

Defense expenditures in the Soviet budget include both explicit
defense expenditures, consisting of the allocation to the Ministry of
"Defense, and other allocations of a defense nature in other parts of
the budget, . In the latter category are allocations in Financing the
National Economy to the Ministry of the Defense Industry and to
atomic energy. The location in the budget of expenditures for the
development of guided missiles is not known, but it also may be in
Financing the National Economy.

1. ) Explicit Defense Expenditures..

The Defense allocation mentioned in budget speeches is
the allocafion to the Ministry of Defense for maintaining the land,
sea, and air forces of the USSR. These allocations cover expendi-
tures for personnel, including food, clothing, pay, housing, and ser- -
vices; capital construction of some military facilities; repairs and
other expenditures on operations and maintenance; and procurement.
of military end items. }_§_1_/ Capital investment appears to include
only capital censtruction of barracks, some airfields, and some.
ports and harbor ‘facilities and thus woyld not represent a very large
propartion of total expenditures of the Ministry of Defense. 152/

, 4 Much was made in the 1956 budget speech, and also in
subsequent speeches by Soviet leaders, of the reduction in Defense
expenditures from 112.1 billion rubles in the planned 1955 budget
to 102.5 billion rubles in the 1956 budget, Analysis of these figures
and related developments, however, indicates that the 1956 alloca-
tion will purchase at least as much military capability as the 1955
allocation, and possibly more. First, the mid-1955 industrial price
reduction may have cut procurement costs by about 5 billion rubles,; 153/
accounting for half of the 10-~billion-ruble difference between the
1955 and 1956 allocations. - If military personnel strength remained
unchanged, this would imply a decrease.in procurement of military
end items of about 5 billion rubles. If a 640, 000-man reduction in
the Soviet Armed Forces was carried out by 15 December 1955 as
claimed, _}Eﬁ/ how:eirer‘,' it would have decreased persomnel costs by
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about 5 billion rubles, freeing this surh for procurement. 155/ The
combined effect of the price cut and the reduction in the armed
forces would therefore be about 10 billion rubles, or énough to main-
tain military procurement at approximately the 1955 level. In 1956,
however, procurement costs will decline as various recently intro-
duced models of military equipment -- particularly aircraft -- ad-
vance further into quantity productmn 156/ 1t is thus possible, in
view of the 1955 price reduction, thetclauned reduction in troop
strength, and cost savings from quantity production, that the 1956
allocation of 102.5 billion rubles will finance the procurement of

more military end items than the 1955 allocation of 112.1 b1111on
rubles.

If a further force reduction of 1.2 inillion men, announced
on 14 May 1956, is carried out as scheduled, actual explicit defense
expenditures in 1956 should be substantially below planned outléys,
Nonexplicit defense expenditures, however, such as those for atomic
energy and guided missile development, may be mcreasing at the
same time explicit defense outlays are réduced.

2. Other Defense Expenditures.

In addition to the announced allocations to the Ministry
of Defense, there are outlays of a defense character in budget alloca-
tions to the defense mdustry, the atomic energy program, and gu1ded
mis'sile development.

Allocations for capital and operational expenditures to -
the various ministries concerned with defense production; such as
the Ministries of Defense Industry, Aviation Industry, and Shipbuild-
ing, are included in allocations to Heavy Industry in. Financing the
National Economy, The magnitude of these defense oriented alloca-
tions cannot he est1mated however

Atomic energy activities are also included in Financing
the National Economy, all:hough as pointed out above, there is some
uncertainty about their precise location within that category. * It is
possible that atomic energy allocations may be found in other parts
of the budget, but there is no evidence.at present to support this pos-
sibility. Atomic energy allocations in Other Expenditures apparently
shifted to Financing the National Economy in 1951, 157/ Recent in-
formation indicates that atomic energy expenchtures are not included

in allocat%ons to Social-Cultural Measures. | |
L Helil |
L

[ This
suggests that the atomic energy activities performed by the Acadlemy
of Sciences are financed not from the Education allocation but from
the allocation for Finatcing the National Economy, the only one in ‘
which atomic energy expenditures have been currently identified.

% See III, A, 1, a, above, :
. . : - 50-"




TOP SBCRET |

1 - As.yet there is no information on the financing of the

: Soviet guided missile program in the-budget. No-evidence has ap-

: peared { | to identify the
location of these expenditures in-the budget.. By analogy to the atomic
energy program, it might be-suggested that-expenditures for guided
missiles could be financed under Financing the National Economy
rather than, for example, under Other Expenditures. Within the
category Financing the National Economy, it is conceivable that the
missile program could be included in Heavy Industry because of the
predominant role in the program held by the Ministry of the Defense
Industry and the probable connection with the program of the Minis-
try of General Machine Building. 159/

E. Internal Securiﬁy..

Internal Security allocations include appropriations for the
Ministry of Internal Affairs (MVD) and Committee on State Security,
(KGB). The MVD controls the ordinary police and the border troops,
whereas the KGB is concerned with investigating crimes against the
state such as treason, espionage, and the disclosure of state secrets,
and with conducting espionage abroad. The economic activities of
the MVD are included in Financing the National Economy. Informa-
tion.from which Internal Security allocations could be estimated has
not been available .since 1952. In that year, it is estimated that
Internal Security-allocations were planned at 22. 8 billion rubles.

a Ll

| I | ]

independent of the MVD In 19J4, its status as a committee is more

modest than that of the old MGB, and it is therefore probable that its:
expenditures are less than those of the MGB. This suggested decline
in Internal Security allocations is supported by the decline in the
budget category Other Expenditures, half of which was devoted to -
Internal Security in 1952, . ‘

F. Other Expenditures,

Other Expenditures include service on the state loan, alloca-
tions to the Reserve Funds of the Councils of Ministers, grants to long-
term investment banks, and minor expenditures such as allocation® to
the Red Cross and for conducting elections.

Loan service has been increasing steadily, as the number of
outstanding bond issues rises. Since 1952, loan service figures refer
only to payments to the population, which in 1956 are planned at 14 bil-
lion rubles., In addition, loan service is paid to institutional holders .
of state debt, such as the savings banks. In 1952, loan service to
institutional holders was planned at 1,9 billion rubles, and it has prob-
ably risen since then, as a result of further investment of savings
bank deposits in the state loan each year..
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Allocations to the reserve funds of the USSR Council of
Ministers and the Councils of Ministers of the union republics were
6 billion rubles and 100 million rubles, respectively, in the 1952
planned budget. 161/ No figures have-been released for later years,
but it is probable that these allocations have increased somewhat,
The.reserve funds consist both of ruble-balances intended to meet
special exigencies (such as losses suffered by enterprises as a re-
sult of natural calamities or other extraordinary outlays) ahd -of
commodity holdings intended to meet unforeseen demands for ma-
terials and equipment and-to absorb above-plan output, 162/ Thus
ruble balances were used to pay expenses arising from the amnesty

following Stalin's death in 1953, 163/ In 1955, |

the Council of Ministers of the Uzbek SSR requested that excavators,
bulldozers, cranes, trucks, and other equipmeént be allocated from

the reserves of the USSR Council of Ministers for urgent hydroelec-
tric power construction projects. ' ’

Allocations to long-term investment banks provide funds to o
these institutions to make loans for inygestmerits.in activities not
directly financed by the budget. Allocations to investment banks
were planned at 1, 4 billion rubles in the 1952 budget, but it is prob- -
able that they have rigen substantially in later years, as-a resulf '
of the increase in credit granted to collective farms by the Agri-
cultural Bank and the increase in loans for private housing granted
by the Communal B’ank. ~165/

G. Summary of Expendltures

Soviet budget expenditures in 1956 are planned at 570 billion-
rubles -- an increase of 6 percent over actual 1955 expenditures.
Greater allocations for Social-Cultural Measures (Education, Health,
and Physical Culture, and Social Welfare) will account for almost
half of the 32-billion-rubleridcrease-over=1955.. Additionalialldcas-
tions for Financing the National Economy are only 7 billien rubles,"
less than one-fourth of the increase in total expendztures Alloca-
tions for Finapcing the National Economy, however, were overful-
filled in 1955, and overfulfillment is possible also in 1956, in view
of the modest increase planned. Fixed investment is planned to rise
15 percent above the 1955 level, withi Heavy Industry rece1v1ng 60
percent of total investment in 1956.

Explicit DefenSfe expenditures, consisting of allocations to
the M1mstry of Defense, represent 18 percent of the 1956 budget,
as compared with 20 percent of the planned 1955 budget. Actual
1955 defense expenditures were not announced, and they may well
have been below plan, as has occurred in previous years. It appears
that. the decline in the explicit Defense allocation from 1955 to 1956
can be explained by the mid-1955 price reduction, the claimed cut
in the armed forces, and savings from mass production of certain
military end items. When allowance is made for these factors, it
is possible that the 1956 allocation may finance as much military
end-itém pfocurement as in 1955, or even more. Nonexplicit defense
expenditures such as those for atomic energy and guided missiles
may also have risen.
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Budget expenditures of the first year of the Sixth Five Year
Plan reflect the priorities of Sovietiggonomic policy. First place in
both investment allocations and allocations for Financing the National
Economy is given to Heavy Industry, the prime mover of economic
growth and the technical and production base upon which the develop-
ment. of modern, highly complex weapons depends. The increased
emphasis accorded .agriculture in 1954 continues, as shown by the
maintenance of a high level of budget allocations to .agriculture after
] the completion.of the initial settlement phase of the '"new lands"
i program. Light Industry fares slightly better in the 1956 budget
; than in 1955, but allocations are well below the 1954 peak. Thus
Soviet economic policy in 1956, as manifested in the budget, pursues
: essentially the same objectives as in 1955 -- seeking economic growth
and military strength, with secondary emphasis on consumer welfare.

iV. Budgets of the Union Republics,

i - In 1956 the budgets of the union republics are planned to total

| 139, 6 billion rubles, as compared with 127, 3 billion rubles planned
in 1955. Of total planned expenditures of 139. 6 billion rubles, 44.2
billion rubles will be spent for Financing the National Economy,
85. 5 billion rubles for Social-Cultural Measures, and 9.9 billion

- rubles for other purposes. 166/ Thus about 19 percent of total budget
allocations for Financing the National Economy and 53 percent of
allocations for Social-Cultural Measures will be disbursed through
the union-republic budgets. The budgets of each of the republicw ex-
cept the Kazakh SSR will share in the 10-percent ihcrease of republic
budget allocations over 1955, The Kazakh budget, on the other hand,
‘will fall from 10. 1 billion rubles in 1955 to 8, 8 billion nubles {n 1956,
as a result of the completion of part of the "new lands" program. 167/

The increase in republic budgets is due in part to the growth of
the state budget and in part to the continuation of the movement toward
decentralization which began in 1954, In the 1956 budget speech,
Zverev mentioned several steps taken to increase the authority exercised
at the union-republic level. First, many additional enterprises in heavy
and light industry, construction organizations, and state farms have
been placed under the direct jurisdiction of unioa-republic ministries,
Second, the Councils of Ministers of the union republics have been
given greater authority to plan capital investment, production, and
wages as well as outlays for health, education, social welfare, and
municipal services. Thus the state budget will provide block grants
for economic and social-cultural expenditures, to be distributed by
the union4republic authorities. Third, the planning of local budgets
has been transferred from Moscow to the union-republic level. Finally,
republic and local authorities will be permitted to make larger invest-
ments in social-cultural and municipal facilities outside the state plan
for capital investment. 168/ Although these measures will further de-
centralize the administration of the economy and provide greater flexi-
bility in the solution of local problems, the control of the Soviet economy
remains highly centralized, with over 80 percent of the funds allocated
in the 1956 budget for Financing the National Economy being controlled
by Moscow and less than 20 percent being administered by the union-
republic authorities. :
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